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SECURITIES ACT OF 1933 


SECURITIES ACT OF 1933 
Release No. 5940/June 29, 1978 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14904/June 29, 1978 
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PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20605/June 29, 1978 


INVESTMENT COMPANY ACT OF 1940 
Release No. 10296/June 29, 1978 


ACCOUNTING SERIES 
Release No. 250/June 29, 1978 


Disclosure of Relationships with Independent Public 
Accountants 


AGENCY: Securities and Exchange Commission. 


ACTION: Final rules. 

SUMMARY: The Commission is adopting amend- 
ments to its rules requiring disclosure in a registrant’s 
proxy statement of (1) services provided during the last 
fiscal year by the registrant’s principal independent 
accountant, the percentage relationship which the 
aggregate fees for all non-audit services bear to the 
audit fees, and the percentage relationship which the 
fees for each non-audit service bear to the audit fees; 
and (2) whether the board of directors or its audit or 
similar committee has approved each such service. 
These disclosures should aid investors in better 
understanding and evaluating the registrant’s 
relationship with its independent accountants. 


DATE: Effective for all proxy statements filed with 
the Commission after September 30, 1978. 


FOR FURTHER INFORMATION CONTACT: Gary A. 
Zell, (202-755-0222) Office of the Chief Accountant, or 
J. Rowland Cook, (202-755-1750) Division of 
Corporation Finance, Securities and Exchange 
Commission, 500 North Capitol Street, Washington, 
D.C. 20549. 


SUPPLEMENTARY INFORMATION: The Commis- 
sion published Securities Act Release No. 5869 [42 FR 
53635] on September 26, 1977, in which it proposed 
amendments to Schedule 14A [17 CFR 240.14a-101], 
promulgated under the Securities Exchange Act of 
1934 [15 U.S.C. 78a et seq.], regarding the reporting of 
(1) the services provided during the last fiscal year by a 
registrant’s independent accountants and the related 
fees; (2) whether the board of directors or audit com- 
mittee has approved all services; and (3) the regis- 
trant’s revenues derived from its independent 
accountants. 


The Commission has adopted the first of these 
proposals, amended to require disclosure of the 
percentage relationships to the audit fees of the fees 
for the aggregate of all nonaudit services and for each 
non-audit service that results in a fee of 3 percent or 
more of the audit fees. The second proposal has been 
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revised to require affirmative disclosure of whether the 
audit committee approved the services, if the company 
has such acommittee. The third proposal has not been 
adopted. This release discusses the background for the 
proposed amendments, the comments received and 
the final rules as adopted. 


Rule 2-01 (Qualifications of accountants) of Regulation 
S-X [17 CFR 210.2-01] requires accountants who 
examine financial statements of registrants to be 
independent. This rule states in part: f 


In determining whether an accountant may 
in fact be not independent with respect to a 
particular person, the Commission will give 
appropriate consideration to all relevant cir- 
cumstances, including evidence bearing on 
all relationships between the accountant 
and that person or any affiliate thereof, and 
will not confine itself to the relationships 
existing in connection with the filing of 
reports with the Commission. 


The reports of independent accountants provide an 
outside expert’s examination and opinion, thereby 
substantially increasing the reliability of financial 
statements filed with the Commission, and are relied 
upon by the Commission in administering the federal 
securities laws. The independence of accountants is a 
critical element of the system that has been in effect 
since the federal securities laws were enacted over 40 
years ago. 


Disclosure of Audit Fees 


Most of the comments received expressed general 
disagreement with the proposal to disclose audit fees. 
It was asserted ihat such disclosures would result in 
the comparison of audit fees for different companies 
when the amounts are not comparable for various 
reasons, including use of different accounting systems 
and the number of locations of accounting records and 
assets. Another criticism was that the disclosure of 
audit fees may create pressure to reduce those fees 
and that such pressure may ultimately result in lower 
quality audits. There was general disagreement with 
the proposed disclosure of other services and their 
fees. It was stated that such disclosures would be 
unfair to small registrants and small accounting firms 
since the pressure to reduce non-audit services caused 
by disclosure would be detrimental to those registrants 
which have limited breadth of expertise available 
internally and rely on their accountants to provide a 
wide range of services. 


The revised rule is partially responsive to these 
comments by limiting the disclosure to percentage 
relationships of fees rather than dollar amounts. The 
disclosure of the percentage which al! non-audit fees 





bear to audit fees will inform shareholders of the 
magnitude of the non-audit fees compared to audit 
fees. If the rendering of a material amount of 
non-audit services by independent accountants is 
appropriate (this question will be considered at the 
same time the Commission looks at the nature of 
services rendered), disclosure of their nature should 
decrease concern about them. 


With regard to the requirement to disclose services that 
were furnished at rates or terms that were not 
customary, the Commission notes that its use of the 
word “customary” will require judgment on the part of 
persons preparing disclosures under these rules. The 
Commission believes that such judgment can be 
appropriately exercised to disclose those arrange- 
ments that are not common practice. 


Fee arrangements where the accountant has agreed to 
a fee significantly less than a fee that would cover 
expected direct costs in order to obtain the client or in 
response to criticism of prior services are examples of 
situations which would require disclosure. These two 
examples are not meant to be all inclusive as there may 
be other circumstances where disclosure is 
appropriate. 


Approval by Audit Committee 


There was general support expressed for the disclosure 
of whether the issuer’s board of directors or audit com- 
mittee has approved all services provided by the 
accountants. This disclosure will inform investors of 
whether appropriate consideration has been given to 
the possible effect on the auditor's independence of 
providing non-audit services. 





10n June 7, 1978, in connection with its re-examina- 
tion of rules relating to shareholder communications, 
shareholder participation in the corporate electoral 


process and corporate governance generally, the 
Commission approved the development by its staff of 
certain rule proposals which will be published for 
comment in the near future. These rule proposals will 
include proposed amendments to Schedule 14A to 
provide additional information in proxy and 
information statements about the functions of and 
number of meetings held by the audit committee as 
well as other key standing committees of the issuer’s 
board of directors. Such proposed amendments, if 
adopted by the Commission, will be coordinated with 
the disclosure requirements relating to audit commit- 
tees adopted today. 


Disclosure of Revenues Derived from Accountants 


The comments received expressed general disagree- 
ment with the proposal to disclose the registrant’s 
revenues derived from the registrant’s principal 
accountant. This disclosure was criticized as being 
meaningless information and that it would be difficult 
to accumulate the information for an accounting firm 
with numerous offices and partners. The comments 
suggested that disclosure be restricted to transactions 
not in the ordinary course of business. 


The Commission has determined it is unnecessary to 
adopt this requirement because the information is now 
required to be disclosed when it is_ significant. 
Statement of Financial Accounting Standards No. 14, 
“Financial Reporting for Segments of a Business 
Enterprise,” issued by the Financial Accounting Stan- 
dards Board in December 1976, requires disclosure in 
the financial statements if sales to any customer are at 
least ten percent of total revenue. In addition, the 
Commission in Accounting Series Release No. 236 [42 
FR 65554] published on December 23, 1977, has 
adopted rules that require that the name of such 
customer be disclosed in the business description 
section of Forms S-1, 10 and 10-K. The Commission’s 
staff will question the independence of an accountant 
in circumstances where disclosures indicate that the 
accountant is a major customer of the client. 


The Commission had also proposed to require 
disclosure of any transactions between the issuer and 
accountant not in the ordinary course of business or 
not at trade terms customary in the industry or with 
other customers. This disclosure requirement is not 
included in the adopted rule since the Commission has 
concluded that such circumstances will cause the 
accountant to be not independent. 


Scope of Services 


Release No. 33-5869 also solicited comment and 
information on the scope of services accountants pro- 
vide their audit clients. The Commission has not yet 
determined whether it should propose rules to prohibit 
public accountants from rendering certain types of 
services to their publicly held audit clients because 
they might impact on independence. The SEC Practice 
Section of the Division for CPA Firms of the American 
Institute of Certified Public Accountants has asked its 
Public Oversight Board (“Board”) to consider the 
matter. The Commission believes that the Board should 
be given an opportunity to consider the issue and make 
its recommendations, which then can be included in 
the deliberative process. 


COMMISSION ACTION: Section 240.14a-101 of 17 


CFR Part 240 is amended by the addition of new para- 
graph (g) under Item 8 of Schedule 14A as given below. 
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These amendments are effective for proxy statements 
filed with the Commission after September 30, 1978. 


§240.14a-101 Schedule 14A. Information required in 
proxy statement. 


* 


Item 8. Relationship with independent public 
accountants.* * * 


(g) For the fiscal year most recently completed, 
describe each professional service provided by the 
principal accountant and state the percentage relation- 
ship which the aggregate of the fees for all non-audit 
services bear to the audit fees, and, except as provided 
below, state the percentage relationship which the fee 
for each non-audit service bears to the audit fees. 
Indicate whether, before each professional service 
provided by the principal accountant was rendered, it 
was -approved by, and the possible effect on the 
independence of the accountant was considered by, (1) 
any audit or similar committee of the Board of Directors 
and, (2) for any service not approved by an audit or 
similar committee, the Board of Directors. 


Instructions: 1. For purposes of this subsection, 
all fees for services provided in connection with the 
audit function (e.g., reviews of quarterly reports, 
filings with the Commission, and annual reports) may 
be computed as part of the audit fees. Indicate which 
services are reflected in the audit fees computation. 


2. If the fee for any non-audit service is less than 3 
percent of the audit fees, the percentage relationship 
need not be disclosed. 


3. Each service should be specifically described. 
Broad general categories such as “tax matters” or 
“management advisory services” are not sufficiently 
specific. 


4. Describe the circumstances and give details of any 
services provided by the registrant’s independent 
accountant during the latest fiscal year that were 
furnished at rates or terms that were not customary. 


5. Describe any existing direct or indirect 
understanding or agreement that places a limit on cur- 
rent or future years’ audit fees, including fee arrange- 
ments that provide fixed limits on fees that are not 
subject to reconsideration if unexpected issues 
involving accounting or auditing are encountered. Dis- 
closure of fee estimates is not required. 


* * * * 


These amendments are adopted pursuant to the Secu- 
rities Exchange Act of 1934, particularly Sections 12, 
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13, 14, 15(d), and 23(a), [15 U.S.C. 781, 78m, 78n, 
780(d), 78w] thereof. The Commission considers that 
any burden on competition imposed by these 
amendments is necessary and appropriate in 
furtherance of the purposes of the federal securities 
laws. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES ACT OF 1933 
Release No. 5941/June 30, 1978 


In the Matter of 


LAVENTHOL & HORWATH PENSION PLAN FOR 
CLERICAL EMPLOYEES AND PROFIT SHARING 


PLAN FOR PARTNERS AND PROFESSIONAL 
STAFF 


1845 Walnut Street 
Philadelphia, PA 19103 


(18-16) 


ORDER PURSUANT TO SECTION 3(a)(2) OF THE 
SECURITIES ACT OF 1933 EXEMPTING FROM THE 
PROVISIONS OF SECTION 5 OF THE ACT INTERESTS 
OR PARTICIPATIONS IN THE PENSION PLAN FOR 
CLERICAL EMPLOYEES OF LAVENTHOL & HOR- 
WATH AND THE PROFIT SHARING PLAN FOR 
PARTNERS AND PROFESSIONAL STAFF OF LAVEN- 
THOL & HORWATH 


Laventhol & Horwath (“Applicant”), an accounting firm 
organized as a partnership under the laws of 
Pennsylvania, filed an application on March 30, 1978, 
for an exemption from the registration requirements of 
the Securities Act of 1933 (‘‘Act”) for participations or 
interests issued in connection with Applicant’s 
Pension Plan for clerical employees and Applicant’s 


Profit Sharing Plan for partners and professional staff 
(the “Plans”). 


On May 31, 1978, a notice was issued (Securities Act 
Release No. 5936) of the filing of the application. The 
notice gave interested persons an opportunity to 
request a hearing and stated that an order disposing of 
the application would be issued as of course unless a 
hearing should be ordered. No request for a hearing 
has been filed, and the Commission has not ordered a 
hearing. 





The matter has been considered, and it is found that 
the granting of the application is appropriate in the 
public interest and consistent with the protection of 
investors and the purposes fairly intended by the policy 
and provisions of the Act. Accordinngly, 


IT |S ORDERED, pursuant to Section 3(a)(2) of the Act, 
that interests or participations issued in connection 
with the Plans shall not be subject to the requirements 
of Section 5 of the Act, effective forthwith. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES ACT OF 1933 
Release No. 5942/July 6, 1978 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 14932/July 6, 1978 


PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20615/July 6, 1978 


INVESTMENT COMPANY ACT OF 1940 
Release No. 10307/July 6, 1978 


QUALIFICATIONS OF ACCOUNTANTS 
Withdrawal of Notice of Proposed Rulemaking 
AGENCY: Securities and Exchange Commission. 


ACTION: Withdrawal of proposed rules. 


SUMMARY: The Commission is withdrawing its pro- 
posal to amend its rules pertaining to the independ- 
ence of accountants regarding situations involving 
litigation between the accountants and their clients. 


DATE: July 6, 1978 

FOR FURTHER INFORMATION CONTACT: Gary A. 
Zell, Office of the Chief Accountant, Securities and 
Exchange Commission, 500 North Capitol Street, 
Washington, D.C. 20549 (202-755-0222). 


SUPPLEMENTAL INFORMATION: Securities Act 
Release No. 5888 (December 13, 1977) [42 FR 64311], 
contained proposals to amend Rule 2-01 of Regulation 


S-X [17 CFR 210.2-01], Qualifications of accountants, 
to include additional examples of situations in which 
public accountants will be considered not independent 
with respect to their examination of registrants’ finan- 
cial statements filed or to be filed with the Commis- 
sion. After consideration of the comments on the 
proposals, the Commission decided to withdraw them 
and to issue instead an interpretative release. 


The interpretative release (Accounting Series Release 
No. 251) is issued concurrently with this release and it 
provides clarification of the Commission’s position on 
the effects of litigation on the independence of 
accountants. Reference is made to that release for a 
more complete discussion of the issues and the 
Commission’s reasons for withdrawing the proposed 
rules and issuing the interpretative release. 


COMMISSION ACTION: The Commission hereby 
withdraws its proposals in Release No. 33-5888 
(34-14263, 35-20314, IC-10060) to amend §210.2-01 of 
17 CFR Part 210. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES ACT OF 1933 
Release No. 5943/July 6, 1978 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 14933/July 6, 1978 


PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20616/July 6, 1978 


INVESTMENT COMPANY ACT OF 1940 
Release No. 10308/July 6, 1978 


ACCOUNTING SERIES 
Release No. 251/July 6, 1978 


Interpretations and Guidelines Relating to Litigation 
AGENCY: Securities and Exchange Commission. 


ACTION: Issuance of an interpretative release in the 
accounting series. 


SUMMARY: This release contains a current interpre- 
tation pursuant to rules of the Commission, 
particularly Rule 2-01 of Regulation S-X, regarding the 
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independence of accountants. The Commission sets 
forth its interpretation that litigation between 
accountants and their clients which is not related to the 
audit work for that client is among the types of 
litigation which must be considered individually for its 
effect on independence. 

DATE: July 6, 1978. 

FOR FURTHER INFORMATION CONTACT: Gary A. 
Zell, Office of the Chief Accountant, Securities and Ex- 
change Commission, 500 North Capitol Street, 
Washington, D.C. 20549 (202-755-0222). 


COMMISSION ACTION: The Commission hereby 
issues Release No. AS-251 (33-5943, 34-14933, 
35-20616, IC-10308), 17 CFR Part 211, as given below. 


INDEPENDENCE OF ACCOUNTANTS 
Interpretations and Guidelines Relating to Litigation 


Securities Act Release No. 5888 (December 13, 1977) 
[42 FR 64311] contained proposals to amend Rule 2-01 
of Regulation S-X [17 CFR 210.2-01], Qualifications of 
accountants, to include additional examples of situ- 
ations in which public accountants would be 
considered not independent with respect to their 
examination of registrants’ financial statements filed 
or to be filed with the Commission. After consideration 
of the comments on the proposals, the Commission 
decided to withdraw them and to issue instead this 
interpretative release.' These proposals related in 
general to litigation (a) by the accountant against the 
registrant or its affiliates with regard to the audit work 
of the accountant, (b) by the registrant or its affiliates 
with regard to the audit work of the accountant for such 
persons, and (c) between the accountant and the regis- 
trant or its affiliates on matters not related to the audit 
work for the registrant or its affiliates. General guide- 
lines pertaining to the situations in (a) and (b) had been 
provided previously in Accounting Series Release No. 
234 [42 FR 64304]. Accordingly, the Commission does 
not believe it is necessary to adopt these as rules at 
this time. 


Similar guidelines have also been adopted by the 
American Institute of Certified Public Accountants 
(AICPA) in its recently issued Interpretation 101-6, 
“The effect of actual or threatened litigation on inde- 





1The Commission withdraw these proposals in Release 
33-5942, published concurrently with this release. 
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pendence.” The AICPA Interpretation also provides 
that litigation not related to the audit work for the 
registrant would not usually impair independence if the 
claim was for an amount not material to the account- 
ants or to the financial statements of the registrant. 
Because the Commission did not believe such a stand- 
ard to be appropriate it proposed that litigation not 
related to the audit work for the registrant would have 
been deemed to impair independence unless the 
amount of the claim being litigated was not material to 
the accountant’s fee for the most recently completed 
audit. 


Many of those who commented on the Commission’s 
proposals objected to relating the claim to the amount 
of the audit fee in determining independence and 
indicated their belief that such a standard would 
encompass virtually all litigation between accounts 
and registrants, including litigation which, in their 
view, did not impair independence. The Commission 
has considered these comments and has concluded 
that determining independence in such situations 
solely by a quantitative test is not appropriate. The 
nature of litigation may impair the accountant’s 
independence, even though its amount may not be 
material by any quantitative standard. Some litigation, 
even though its amount may be considered material by 
some quantitative standards, may not affect the 
relationships in such a way as to impair the 
accountant’s independence when all the circumstances 
are considered. Therefore, the Commission has 
withdrawn its proposal and will consider the particular 
circumstances of each such situation in determining 
whether independence of the accountant is impaired. 


In regard to other situations where litigation or an 
expressed intention to commence litigation involving 
the accountant exists, the Commission will also 
consider whether the particular circumstances of the 
situation may impair the independence of the 
accountant. These situations include, but are not 
limited to, those in which the accountant and the 
person or its affiliates are or may be co-defendants; 
litigation between the accountant and former directors 
or officers of the person or its affiliates; claims against 
an accountant relating to the audit work performed for 
a third party whose financial statements are also 
examined by the accountant; and derivative or similar 
litigation assertedly brought on behalf of a person but 
not adopted by such person (including class action 
litigation where the person is a member of a class but 
not anamed plaintiff). In evaluating particular litigation 
situations, the Commission will also consider the 
nature of the claims being asserted and the defenses 
made. See general guidelines and interpretations pub- 
lished by the Commission in Accounting Series 
Release No. 47 [11 FR 10930], No. 81 [23 FR 9777], No. 
126 [37 FR 14294], and No. 234 [42 FR 64304] regarding 





various circumstances and factors which may affect 
the independence of accountants. 


By the Commission. 


George A. Fitzsimmons 
Secretary 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 14904/June 29, 1978 


SEE 


SECURITIES ACT OF 1933 
Release No. 5940/June 29, 1978 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14905/June 29, 1978 


NOTICE OF FILING AND EFFECTIVENESS OF 
PROPOSED RULE CHANGE BY CHICAGO BOARD 
OPTIONS EXCHANGE, INCORPORATED 


File No. SR-CBOE-78-19 


The Chicago Board Options Exchange, Incorporated 
(“CBOE”) submitted, on June 22, 1978, a proposed rule 
change under Rule 19b-4 to amend Section 6.1 of the 
CBOE Constitution to delete the requirement that at 
least three of the six executive officers of member firms 
provided for on the CBOE Board of Directors (known as 
“off-floor” directors) be members of the CBOE. 


The foregoing rule change has become effective, 
pursuant to Section 19(b)(3)(A) of the Securities 
Exchange Act of 1934 (the “Act”). At any tme within 
sixty days of the filing of such proposed rule change, 
the Commission may summarily abrogate such, rule 
change if it appears to the Commission that such 
action is necessary or appropriate in the public 
interest, for the protection of investors, or otherwise in 
furtherance of the purposes of the Securities Exchange 
Act of 1934. 


Publication of the submission is expected to be made 
in the Federal Register during the week of July 3, 1978. 
In order to assist the Commission to determine 
whether to summarily abrogate the above change in the 
rules of the CBOE and require that the proposed rule 
change be refiled in accordance with the provisions of 
Section 19(b)(1) of the Act, and reviewed in accordance 
with the provisions of Section 19(b)(2) of the Act, 
interested persons are invited to submit written data, 
views and arguments concerning the submission 
within 21 days from the date of publication in the 
Federal Register. Persons desiring to make written 
comments should file six copies thereof with the 
Secretary of the Commission, Securities and Exchange 
Commission, 500 North Capitol Street, Washington, 
DC 20549. Reference should be made to File No. 
SR-CBOE-78-19. 


Copies of the submission, all subsequent amend- 
ments, all written statements with respect to the 
proposed rule change which are filed ‘with the 
Commission, and of all written communciations 
relating to the proposed rule change between the Com- 
mission and any person, other than those which may 
be withheld from the public in accordance with the 
provisions of 5 U.S.C. §552, will be available for 
inspection and copying at the Commission’s Public 
Reference Room, 1100 L Street, N.W., Washington, 
D.C. 


For the Commission, by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14906/June 29, 1978 


NOTICE OF FILING AND EFFECTIVENESS OF PRO- 
POSED RULE CHANGE BY CHICAGO BOARD 
OPTIONS EXCHANGE, INCORPORATED 


File No. SR-CBOE-78-20 


The Chicago Board Options Exchange, Incorporated 
(“CBOE”) submitted, on June 22, 1978, a proposed rule 
change under Rule 19b-4 to amend Sections 3.4 and 
12.2 of the CBOE Constitution to increase from 50 to 
150 the number of members’ signatures required for the 
submission of valid petitions to call Special Meetings 
of members. 
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The foregoing rule change has become effective, 
pursuant to Section 19(b)(3)(A) of the Securities 
Exchange Act of 1934 (the “Act”’). At any time within 
sixty days of the filing of such proposed rule change, 
the Commission may summarily abrogate such rule 
change if it appears to the Commission that such 
action is necessary or appropriate in the public 
interest, for the protection of investors, or otherwise in 
furtherance of the purposes of the Securities Exchange 
Act of 1934. 


Publication of the submission is expected to be made 
in the Federal Register during the week of July 3, 1978. 
In order to assist the Commission to determine 
whether to summarily abrogate the above change in the 
rules of the CBOE and require that the proposed rule 
change be refiled in accordance with the provisions of 
Section 19(b)(1) of the Act, and reviewed in accordance 
with the provisions of Section 19(b)(2) of the Act, 
interested persons are invited to submit written data, 
views and arguments concerning the submission 
within 21 days from the date of publication in the 
Federal Register. Persons desiring to make written 
comments should file six copies thereof with the 
Secretary of the Commission, Securities and Exchange 
Commission, 500 North Capitol Street, Washington, 
DC 20549. Reference should be made to File No. 
SR-CBOE-78-20. 


Copies of the submission, all subsequent amend- 
ments, all written statements with respect to the 
proposed rule change which are filed with the 
Commission, and of all written communications relat- 
ing to the proposed rule change between the Commis- 
sion and any person, other than those which may be 
withheld from the public in accordance with the 
provisions of 5 U.S.C. §552, will be available for 
inspection and copying at the Commission’s Public 
Reference Room, 1100 L Street, N.W., Washington, 
D.C. 


For the Commission, by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14907/June 29, 1978 


In the Matter of 


CHICAGO BOARD OPTIONS EXCHANGE, INCORPO- 
RATED 
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La Salle at Jackson 
Chicago, Illinois 60604 


(SR-CBOE-78-13) 
ORDER APPROVING PROPOSED RULE CHANGE 


On May 5, 1978, the Chicago Board Options Exchange, 
Incorporated (“CBOE”) filed with the Commission, 
pursuant to Section 19(b)(1) of the Securities Exchange 
Act of 1934, 15 U.S.C. 78(s)(b)(1) (the “Act”) and Rule 
19b-4 thereunder, copies of a proposed rule change 
which would incorporate into CBOE rules the industry 
wide shorthand or “fill-or-kill” (“FOK”) for immediate 
all-or-none orders. 


Notice of the proposed rule change together with the 
terms of substance of the proposed rule change was 
given by publication of a Commission Release (Secu- 
rities Exchange Act Release No. 34-14778, May 17, 
1978) and by publication in the Federal Register (43 FR 
22472, May 25, 1978). All written statements with 
respect to the proposed rule change which were filed 
with the Commission and all written communications 
relating to the proposed rule change between the 
Commission and any person were considered and (with 
the exception of those statements or communications 
which may be withheld from the public in accordance 
with the provisions of 5 U.S.C. §552) were made 
available to the public at the Commission’s Public 
Reference Room. 


The Commission finds that the proposed rule change is 
consistent with the requirements of the Act and the 
rules and regulations thereunder applicable to 
registered national securities exchanges and in 
particular, the requirements of Section 6 and the rules 
and regulations thereunder. 


IT IS THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the above-mentioned proposed 
rule change be, and it hereby is, approved. 


For the Commission, by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14908/June 29, 1978 


NOTICE OF FILING AND EFFECTIVENESS OF PRO- 
POSED RULE CHANGE BY NEW YORK STOCK 
EXCHANGE, INCORPORATED 





File No. SR-NYSE-78-39 


The New York Stock Exchange, Inc. (‘‘NYSE”’) 
submitted on June 22, 1978, a proposed rule change 
under Rule 19b-4 which would amend NYSE Rule 350 
to increase from $25 to $50 the amount of a gratuity 
which a member, allied member, member organization, 
or employee thereof may give to the employee of 
another party without having to obtain the written 
consent of that party and, in certain instances, consent 
of the NYSE as well. 


The foregoing rule change has become effective, 
pursuant to Section 19(b)(3)(A) of the Securities 
Exchange Act of 1934. At any time within sixty days of 
the filing of such proposed rule change, the 
Commission may summarily abrogate such rule 
change if it appears to the Commission that such 
action is necessary or appropriate in the public 
interest, for the protection of investors, or otherwise in 
furtherance of the purposes of the Securities Exchange 
Act of 1934. 


Publication of the submission is expected to be made 
in the Federal Register during the week of July 3, 1978. 
In order to assist the Commission to determine 
whether to approve the proposed rule change or 
institute proceedings to determine whether the 
proposed rule change should be disapproved, 
interested persons are invited to submit written data, 
views and arguments concerning the submission 
within 21 days from the date of publication in the 
Federal Register. Persons desiring to make written 
comments should file six copies thereof with the 
Secretary of the Commission, Securities and Exchange 
Commission, 500 North Capitol Street, Washington, 
D.C. 20549. Reference should be made to File No. 
SR-NYSE-78-39. 


Copies of the submission, all subsequentiamendments, 
all written statements with respect to the proposed rule 
change which are filed with the Commission, and of all 
written communications relating to the proposed rule 
change between the Commission and any person, 
other than those which may be withheld from the 
public in accordance with the provisions of 5 U.S.C. 
§552, will be available for inspection and copying at 
the Commission’s Public Reference Room, 1100 L 
Street, N.W., Washington, D.C. 


For the Commission, by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14909/June 30, 1978 


The Securities and Exchange Commission announced 
pursuant to Section 12(k) of the Securities Exchange 
Act of 1934 (“Exchange Act”) the single ten day 
suspension of over-the-counter trading for the period 
commencing at 10:00 a.m. (EDT) on June 30, 1978 and 
terminating at midnight (EDT) on July 9, 1978 of the 
securities of Symmar, Inc. (“Symmar”), a Delaware 
corporation with principal executive offices located at 
Suite H, 616 West Commonwealth Avenue, Fullerton, 
California 92632. 


The Commission initiated the suspension of trading in 
Symmar’s securities because the company has failed 
to file with the Commission its annual report on Form 
10-K for the fiscal year ended October 31, 1977 and its 
quarterly reports on Form 10-Q for the fiscal quarters 
ended January 31, 1978 and April 30, 1978, resulting in 
the lack of adequate and accurate public information 
about the company’s operations and financial 
condition. 


The Commission cautions brokers, dealers, share- 
holders and prospective purchasers that they should 
carefully consider the foregoing information along with 
all other currently available information and any 
information subsequently issued by the company. 


Furthermore, brokers and dealers should be alert to the 
fact that, pursuant to Rule 15c2-11 under the Exchange 
Act, at the termination of the trading suspension, no 
quotation may be entered unless and until they have 
Strictly complied with all the provisions of said rule. If 
any broker or dealer has any questions as to whether or 
not he has complied with said rule, he should not enter 
any quotation but immediately contact the staff of the 
Division of Enforcement in Washington, D.C. If any 
broker or dealer is uncertain as to what is required by 
Rule 15c2-11, he should refrain from entering 
quotations relating to the securities in question until 
such time as he has familiarized himself with said rule 
and is certain that all of its provisions have been met. If 
any broker or dealer enters any quotation which is in 
violation of said rules, the Commission will consider 
the need for prompt enforcement action. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14910/June 30, 1978 


Filing and Disclosure Requirements Relating to 
Beneficial Ownership 
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AGENCY: Securities and Exchange Commission. 


ACTION: Final rules. 

SUMMARY: The Commission is amending rules 
governing the disclosure of benefical ownership and 
related requirements which took effect on May 30, 
1978. These amendments relate to the application of 
such rules to a parent holding company and certain of 
its subsidiaries and to the benefical ownership of 
pledged securities, including securities pledged to a 
broker-dealer in connection with margin account trans- 
actions. This action is taken as a result of certain inter- 
pretative questions concerning the rules and to clarify 
certain of the provisions of those rules. 


EFFECTIVE DATE: 
the Federal Register. 


Imediately, upon publication in 


FOR FURTHER INFORMATION CONTACT: John 
Granda, Office of Disclosure Policy and Proceedings, 
Division of Corporation Finance, Securities and 
Exchange Commission, 500 North Capitol Street, 
Washington, D.C. 20549, (202/755-1750). 


SUPPLEMENTARY INFORMATION: The Securities 
and Exchange Commission today announced the 
amendment of rules adopted in Securities Exchange 
Act Release No. 5925 (April 21, 1978) (43 FR 18484). 
The actions announced in the release were effective 
May 30, 1978 and pertain to amendments to rules and 
Schedule 13D (17 CFR 240.13d-101), the adoption of 
new Schedule 13G (17 CFR 240.13d-102) and the 
rescission ofForm of Form 13D-5 (17 CFR 240.13d-102) 
relating to disclosure by certain beneficial owners of 
securities pursuant to Section 13(d) of the Securities 
Exchange Act of 1934 (‘Exchange Act”) (15 U.S.C. 78a 
et seq., as amended by Pub. L. No. 94-29 (June 4, 
1975) and Pub. L. No. 95-213 (December 19, 1977)). In 
that release, the Commission also amended certain of 
its forms and schedules under the Securities Act of 
1933 (“Securities Act”) (15 U.S.C. 77a et seq.) and 
under the Exchange Act to require issuers to disclose 
in a more uniform manner the percentage of their 
securities beneficially owned by certain persons. ! 


The amendments announced by the Commission 
herein involve revisions to Rule 13d-1(b)(1)(ii)(G) and 
Rule 13d-3(d)(3) concerning the filing obligation on 





1 In Securities Exchange Act Release No. 14830 (June 
5, 1978) (43 FR 25420) the Commission authorized the 
publication of staff interpretative views concerning the 
May 30, 1978 effective date and the application of the 
new rules to beneficial ownership holdings as of such 
date. 
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Schedules 13D and 13G, and the determination of 
beneficial ownership, respectively. 


|. Background. 


A. Proposed Amendment to Rule 13d-(b)(1)(ii)(G): 
Parent Holding Companies. 


Rule 13d-1(b), among other things, addresses the 
obligation of certain persons to file statements on 
Schedule 13G and specifies certain conditions which if 
met enable reporting persons to use that short form 
rather than the long statement, Schedule 13D. In 
general, those conditions include a requirement that a 
person filing on Schedule 13G in satisfaction of a 
reporting obligation under Section 13(d) be a specified 
type of institutional investor—such as a bank, 
insurance company, broker-dealer, investment com- 
pany or employee benefit plan—or that the filing person 
have a specified relationship to such investors. Thus, 
the rule as adopted in Release No. 33-5925 states that 
the persons eligible to use the short form include a 
parent holding company, provided certain conditions 
are met, including a condition by which holdings of 
less than one percent by a subsidiary which was not 
entitled to use the short form would not void the 
availabililty of the short form for the parent.2 


As pointed out in Release No. 33-5925, the basis for 
the one percent provisions contained in the rule was 
that any requirement that all of the parent’s 
subsidiaries owning the subject securities be one of 
the designated institutions, as a condition to the 
parent’s use of Schedule 13G, would effectively make 
the short form unavailable to most persons choosing to 
erect a holding company structure. This result would 
exist, for example, if a bank holding company had a 





2 As adopted in Release No. 33-5925, Rule 13d-1(b)(1) 
(ii)(G) provides: 


(G) A parent holding company, provided 
that: (1) the Schedule 13G is being used to 
report the indirect acquisition of the bene- 
ficial ownership of securities acquired by a 
subsidiary; and (2) such subsidiary is a 
person specified in Rule 13d-1(b)(1)(ii) 
(§240.13d-1(b)(1)(ii)) except that the inclu- 
sion in the reported holdings of not more 
than one percent of a class beneficially 
owned bya subsidiary that is not so 
specified will not prevent the use of 
Schedule 13G, so long as the information 
called for by Schedule 13D is furnished in 
the parent’s Schedule 13G with respect to 
the securities of such subsidiary. 





single non-qualifying subsidiary which was the 
beneficial owner of securities of the subject class, with 
such ownership being attributed to the parent holding 
company. Since the Commission determined that a de 
minimus provision was consistent with the public 
interest, the one percent test was included in the rule, 
so long as the information called for by Schedule 13D 
is furnished in the parent’s Schedule 13G with respect 
to the securities held by such subsidiary. 


The amendments contained herein are intended to 
clarify and, in certain respects, relax the conditions of 
the provision. To confirm that holdings by the parent 
holding company itself are within the de minimus 
standard, the rule has been revised to indicate that the 
one percent provision applies to holdings of the parent 
holding company as well as to those of the non- 
qualifying subsidiaries. Also, to clarify the intention of 
the Commission in adopting the de minimus provision, 
it is stated that the one percent ceiling is the 
“aggregate” amount held directly by the parent and 
directly and indirectly by its non-qualifying sub- 
sidiaries. 


The amendments also delete the requirement that 
Schedule 13D-type information be furnished in the 
parent’s Schedule 13G. The Commission’s intention 
concerning the requirement had been to preserve the 
parent’s eligibility for the short form when minimal 
amounts of securities were held by non-qualifying 
subsidiaries, provided the subsidiaries’ disclosure 
concerning only its holdings was comparable to that of 
persons required to report on Schedule 13D. However, 
questions have arisen concerning the conceptual 
difficulty in segregating the non-qualifyng subsidiary 
for. purposes of preparing the Schedule 13D 
information, and it has been pointed out that the scope 
of General Instruction C and the items of Schedule 13D 
would elicit disclosure concerning such a broad 
category of persons, holdings and transactions as 
to effectively undermine the intent of the de minimus 
provision. In view of the remaining conditions to the 
availability of Schedule 13G, including the require- 
ments that the acquisitions be in the ordinary course of 
business and not for the purpose nor with the effect of 
changing or influencing the control of the issuer, nor in 
connection with or as a participant in any transaction 
having such purpose or effect, the Commission 
believes it is appropriate to delete the requirement 
concerning the inclusion of Schedule 13D-type 
information. 


B. Proposed Amendment to Rule 13d-3(d)(3): 
Pledges. 


Rule 13d-3 defines. the term “beneficial ownership” in 
terms of voting power or investment power and 
describes situations in which persons are deemed not 


to be the beneficial owner of securities. Rule 
13d-3(d)(3) addresses the situation in which a person 
who is a pledgee of securities might, upon default, be 
deemed the beneficial owner of such securities. As 
explained in Release No. 33-5925, the pledge provision 
was adopted largely in response to comments of 
institutional investors, particularly banks, who urged 
that they do not receive pledged securities for the 
puroose of exercising investment or voting powers and 
that if the pledgee were deemed to be the beneficial 
owner of the pledged securities immediately upon 
default, serious practical compliance problems would 
be presented. In recognition of these problems, the 
Commission adopted Rule 13d-3(d)(3) stating, 
generally, that a pledgee, after default, would not be 
deemed the beneficial owner of the pledged securities, 
provided certain conditions were met.’ The conditions 
relevant to the action taken in this release are the 
requirement that the pledge agreement not grant to the 
pledgee the power to dispose or to direct the 
dispostion of the pledged securities prior to default, 
and the provision which limits the application of the 
pledge provision of the rule to those agreements in 
which the pledgee is an institutional investor, as 
specified in Rule 13d-1(b)(1)(ii). 





3 As adopted in Release No. 33-5925, Rule 13d-3(d)(3) 
provides: 


(3) A person who in the ordinary course of 
his business is a pledgee of securities under 
a written pledge agreement as to which 
there has been a default shall not be 
deemed to be the beneficial owner of such 
pledged securities until the pledgee has 
taken all formal steps necessary which are 
required to declare such default and 
determines that the power to vote or to 
direct the vote or to dispose or to direct the 
disposition of such pledged securities will 
be exercised: Provided, That: 


(i) The pledge agreement is bona fide, does 
not grant the power to vote or to direct the 
vote or to dispose or to direct the 
disposition of such pledged securities to 
the pledgee prior to default, and was not 
entered into with the purpose nor with the 
effect of changing or influencing the control 
of the issuer, nor in connection with any 
transaction having such purpose or effect, 
including any transaction subject to Rule 
13d-3(b); and 


(ii) The pledgee is a person specified in 
Rule 13d-1(b)(1)(ii). 
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It has been pointed out that in view of customary 
margin account contracts, the condition that the 
pledge agreement not convey investment power prior 
to default might suggest that the broker-dealer would 
be the beneficial owner of all securities placed in such 
accounts, even prior to default. In view of practical 
necessities in the operation of margin accounts, the 
Commission recognizes that this condition concerning 
investment power should not be applied to such 
arrangements and has made an appropriate revision to 
Rule 13d-3(d)(3). It should be recognized, however, 
that remaining conditions include requirements that 
the pledge be in the pledgee’s ordinary course of 
business and not for the purpose nor with the effect of 
changing or influencing the control of the issuer, nor in 
connection with any transaction having such purpose 
or effect. It is also to be emphasized that the provisions 
concerning the beneficial ownership status of the 
pledgee generally offer no relief to the pledgor; inas- 
much as the pledgor normally would have voting power 
or investment power over the pledged securities, the 
beneficial ownership of pledged securities, in a margin 
account or otherwise, would be attributable to the 
pledgor and aggregated with all other securities of 
such class beneficially owned by the pledgor, to 
determine such person’s filing obligation under 
Section 13(d). 


The amendments contained here also include two other 
relatively minor revisions to Rule 13d-3(d)(3). First, the 
provision containing the requirement that the pledgee 
be a person specified in Rule 13d-1(b)(1)(ii) has been 
expanded to include persons meeting the conditions 
set forth in Rule 13d-1(b)(1)(ii)(G), the provision 
discussed above concerning parent holding com- 
panies. Thus, the pledge provisions of Rule 13d-3(d)(3) 
are applicable to parent holding companies and non- 
qualifying subsidiaries, but only in cases in which the 
aggregate amount of securities held by such persons 
does not exceed one percent. 


Another amendment to Rule 13d-3(d)(3) deletes from 
the introductory phrase of that rule the term “as to 
which there has been a default.” That phrase might 
have been read as limiting the scope of the pledge 
provision and it is deleted to provide clarity as to the 
beneficial ownership status of pledged securities prior 
to default. 


ll. Certain Findings. 


As required by Section 23(a)(2) of the Exchange Act, 
the Commission has specifically considered the 
impact which the amendments herein would have on 
competition. The Commission has found that these 
amendments will not significantly burden competition 
and, in any event, has determined that any possible 
resulting competitive burden will be far outweighed by, 
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and is necessary and appropriate to achieve, the 
benefits of this information to investors. 


lll. Effective Date of the Amendments. 


The following amendments will be effective 


immediately upon publication in the FEDERAL 
REGISTER. 


IV. Authority. 


The Commission hereby amends Rules 13d-1(b)(1)(ii) 
(G) and 13d-3(d)(3) pursuant to the authority set forth 
in Sections 3(b), 13, 14, and 23 of the Exchange Act. 
The Commission finds that these amendments have 
already been generally subject to comment during the 
Public Fact-Finding Investigation in the Matter of 
Beneficial Ownership, Takeovers and Acquisitions by 
Foreign and Domestic Persons‘ or as a result of the 
proposals published in Exchange Act Release No. 
34-13292 (43 FR 12355), or the issues raised in 
Exchange Act Release No. 34-13900 (42 FR 44964) and 
are either technical in nature or are less burdensome 
than previous requirements, such that further notice 
and rulemaking procedures pursuant to the 
Administrative Procedure Act (5 U.S.C. 553) are not 
necessary. 


V. Text of Amended Rules. 


Part of 240 of Chapter II of Title 17 of the Code of 
Federal Regulations is amended as follows: 


1. §240.13d-1(b)(1)(ii)(G) is revised to read as 
follows: 


§240.13d-1 Filing of Schedules 13D and 13G. 


* * * * * 


(b) ze * 

(1) s**t 

(ii) ze 

(G) A parent holding company, provided 
the aggregate amount held directly by the 
parent, and directly and indirectly by its 
subsidiaries which are not persons 
specified in Rule 13d-1(b)(ii) (A) through 
(F), does not exceed one percent of the 
securities of the subject class; 


* * * * 





4 Exchange Act Release Nos. 11003 (September 9, 
1974) (39 FR 33855) and 11088 (November 5, 1974) (39 
FR 41223). 





2. §240.13d-3(d)(3) is revised to read as follows: 


§240.13d-3 Determination of beneficial owner. 


(d) se 


(3) A person who in the ordinary course of 
business is a pledgee of securities under a 
written pledge agreement shall not be 
deemed to be the beneficial owner of such 
pledged securities until the pledgee has 
taken all formal steps necessary which are 
required to declare a default and determines 
that the power to vote or to direct the vote or 
to dispose or to direct the disposition of 
such pledged securities will be exercised, 
provided that: 


(i) The pledgee agreement is bona fide and 
was not entered into with the purpose nor 
with the effect of changing or influencing 
the control of the issuer, nor in connection 
with any transaction having such purpose or 
effect, including any transaction subject to 
Rule 13d-3(b); 


(ii) The pledgee is a person specified in 
Rule 13d-1(b)(ii), including persons meeting 
the conditions set forth in paragraph (G) 
thereof; and 


(iii) The pledgee agreement, prior to 
default, does not grant to the pledgee: 


(A) The power to vote or to direct the vote of 
the pledged securities; or 


(B) The power to dispose or direct the 
disposition of the pledged securities, other 
than the grant of such power(s) pursuant to 
a pledge agreement under which credit is 
extended subject to Regulation T (12 CFR 
220.1 to 220.8) and in which the pledgee is a 
broker or dealer registered under section 15 
of the Act. 


[Secs. 3(b),13(d)(1), 13(d)(2), 13(d)(5), 13(d)(6), 
14(d)(1), 23; 48 Stat. 882, 894, 895, 901; sec. 203(a), 49 
Stat. 704, sec. 8, 49 Stat. 1379; sec. 10, 78 Stat. 88a; 
secs. 2, 3, 82 Stat. 454, 455; secs. 1, 2, 3-5, 84 Stat. 
1497; secs. 3, 18, 89 Stat. 97, 155; 15 U.S.C. 78c(b), 
78m(d)(1), 89m(d)(2), 78m(d)(5), 78m(d)(6), 78n(d)(1), 
78w.] 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14911/June 30, 1978 


A notice has been issued giving interested persons 
until July 28 to comment upon the application 
submitted by Daniel Industries, Inc. to withdraw its 
common stock ($2.50 par value) from listing and 
registration on the American Stock Exchange, Inc. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14912/June 30, 1978 


An order has been issued granting the application sub- 
mitted by the Kolimorgen Corporation to withdraw its 
common stock (par value $2.50) from listing and regis- 
tration on the American Stock Exchange, Inc. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14913/June 30, 1978 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY PACIFIC STOCK EXCHANGE INCORPORATED 
File No. SR-PSE-78-14 


On June 30, 1978, the Pacific Stock Exchange Incorpo- 
rated submitted a proposed rule change pursuant to 
Rule 19b-4 under the Securities Exchange Act of 1934 


(the ‘“‘Act’”) which is designed to 
Rule 11Ac1-1 under the Act. 


implement 


Publication of the submission is expected to be made 
in the Federal Register during the week of July 3, 1978. 
In order to assist the Commission to determine 
whether to approve the proposed rule change or 
institute proceedings to determine whether the 
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proposed rule change should be disapproved, 
interested persons are invited to submit written data, 
views and arguments concerning the submission 
within 15 days from the date of publication in the 
Federal Register. Persons desiring to make written 
comments should file six copies thereof with the 
Secretary of the Commission, Securities and Exchange 
Commission, 500 North Capitol Street, Washington, 
D.C. 20549. Reference should be made to File No. 
SR-PSE-78-14. 


Copies of the submission, all subsequent amend- 
ments, all written statements with respect to the 
proposed rule change which are filed with the 
Commission, and of all written communications 
relating to the proposed rule change between the 
Commission and any person, other than these which 
may be withheld from the public in accordance with the 
provisions of 5 U.S.C. §552, will be available for 
inspection and copying at the Commission’s Public 
Reference Room, 1100 L Street, N.W., Washington, 
D.C. Copies of the filing and of any subsequent 
amendments will also be available at the principal 
office of the above-mentioned self-regulatory 
organization. 


For the Commission, by the Division of Market Regula- 
tion pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14914/June 30, 1978 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY NATIONAL ASSOCIATION OF SECURITIES 
DEALERS, INC. 


File No. SR-NASD-78-4 


On June 5, 1978, the National Association of Securities 
Dealers, Inc. submitted a proposed rule change 
pursuant to Rule 19b-4 under the Securities Exchange 
Act of 1934 (the “Act”) which is designed to implement 
Rule 11Ac1-1 under the Act. 


Publication of the submission is expected to be made 
in the Federal Register during the week of July 3, 1978. 
In order to assist the Commission to determine 
whether to approve the proposed rule change or 
institute proceedings to determine whether the 
proposed rule change should be disapproved, 
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interested persons are invited to submit written data, 
views and arguments concerning the submission 
within 15 days from the date of publication in the 
Federal Register. Persons desiring to make written 
comments should file six copies thereof with the 
Secretary of the Commission, Securities and Exchange 
Commission, 500 North Capitol Street, Washington, 
D.C. 20549. Reference should be made to File No. 
SR-NASD-78-4. 


Copies of the submission, all subsequent amend- 
ments, all written statements with respect to the 
proposed rule change which are filed with the Commis- 
sion, and of all written communications relating to the 
proposed rule change between the Commission and 
any person, other than those which may be withheld 
from the public in accordance with the provisions of 5 
U.S.C. §552, will be available for inspection and 
copying at the Commission’s Public Reference Room, 
1100 L Street, N.W., Washington, D.C. Copies of the 
filing and of any subsequent amendments will also be 
available at the principal office of the above-mentioned 
self-regulatory organization. 


For the Commission, by the Division of Market Regula- 
tion pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14915/June 30, 1978 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY THE PACIFIC STOCK EXCHANGE INCORPO- 
RATED 


File No. SR-PSE-78-10 


The Pacific Stock Exchange Incorporated (“PSE”) sub- 
mitted on May 30, 1978, proposed rule changes under 
Rule 19b-4 under the Securities Exchange Act of 1934 
(the “Act”), to make necessary modifications to the 
PSE’s rules for the implementaton and operation of an 
Intermarket Trading System (‘ITS’) linking the 
participants (and such other markets as may in the 
future agree to participate in the ITS) and providing 
facilities and procedures for (i) display of composite 
quotation information on the floors of each of the 
participating exchanges (at the designated trading 
post) so that members of each participating exchange 
will be able to determine readily the best bid and offer 
for a particular multiply-traded security available from 





any participant, (ii) rapid and efficient routing of orders 
and administrative messages between and among the 
participants, and (iii) participation, under certain 
conditions, by all participants in opening transactions 
in the primary market.' The proposed rule change has 
been designated by the PSE as (i) amendments to its 
existing Sections 1, 6 and 10 of Rule |, Sections 3, 5 
and 7 of Rule Il, Sections 1, 2, 4,6 and 7 or Rule Ill, and 
Section 14 of Rule X; and (ii) new Sections 19, 20 and 
21 of Rule |. 


Publication of the submission is expected to be made 
in the Federal Register during the week of July 3, 1978. 
In order to assist the Commission to determine 
whether to approve the proposed rule changes or 
institute proceedings to determine whether the 
proposed rule changes should be disapproved, 
interested persons are invited to submit written data, 
views and arguments concerning the submission with- 
in 30 days from the date of publication in the Federal 
Register. Persons desiring to make written comments 
should file six copies thereof with the Secretary of the 
Commission, Securities and Exchange Commission, 
500 North Capitol Street, Washington, D.C. 20549. 
Reference should be made to File No. SR-PSE-78-10. 


Copies of the submission, all subsequent amend- 
ments, all written statements with respect to the 
proposed rule changes which are filed with the 
Commission, and of all written communications 
relating to the proposed rule changes between the 
Commission and any person, other than those which 
may be withheld from the public in accordance with the 
provisions of 5 U.S.C. §552, will be available for 
inspection and copying at the Commission’s Public 
Reference Room, 1100 L Street, N.W., Washington, 
D.C. Copies of the filing and of any subsequent 
amendments will also be available at’ the principal 
office of the above-mentioned self-regulatory 
organization. 


For the Commission, by the Division of Market Regula- 
tion pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 








1 The Commission has granted a temporary order 
under Section 11A(a)(3) of the Act approving the imple- 
mentation and operation of the ITS and soliciting 
comment thereon. See Securities Exchange Act 
Release No. 14661 (April 17, 1978). The ITS Plan and 
comments thereon are available in File 4-208. 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 14916/June 30, 1978 


The Securities and Exchange Commission today 
announced that it has sent letters to each national 
securities exchange which presently trades standard- 
ized options’ containing proposed guidelines for the 
replacement of involuntarily delisted options classes 
during the voluntary moratorium on further expansion 
of standardized options trading which the Commission 
requested on June 22, 1978.2 


The text of those letters, which are substantially 
identical, is as follows: 


* 


Dear 


lam enclosing the proposed guidelines for 
the replacement of involuntarily delisted 
options classes which Chairman Williams, 
in his June 22, 1978 letter to you, indicated 
would be sent this week to those 
self-regulatory organizations which the 
Commission has requested continue to 
honor, on a voluntary basis, the current 
moratorium on further expansion of stand- 
ardized options trading. As the Chairman 
advised you in his June 22 letter, if all 
affected self-regiuatory organizations agree 
to this request, the Commission intends to 
permit those exchanges which currently 
trade options to replace involuntarily 
delisted options classes upon application 
approved by the Commission. The purpose 
of such replacements will be to preserve, to 
the extent practicable, the status quo with 
respect to the total number of options 
classes traded by each existing options 
exchange during the pendency of the 
moratorium. 





1 Those exchanges which presently trade standardized 
options are the American Stock Exchange, Inc.; the 
Chicago Board Options Exchange, Incorporated; the 
Midwest Stock Exchange, Incorporated; the Pacific 
Stock Exchange Incorporated; and the Philadelphia 
Stock Exchange, Inc. Copies of the letter were sent to 
the New York Stock Exchange, Inc. and the National 
Association of Securities Dealers. 


2 See Securities Exchange Act Release No. 14878 
(June 22, 1978). 
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The enclosed guidelines reflect the staff’s 
views as to the standards which should be 
applied by the Commission in considering 
replacement applications. The Commission 
and the staff will, of course, consider 
making appropriate modifications to these 
guidelines before they are put in final form, 
provided that all the affected options 
exchanges mutually agree that such 
modifications are appropriate. In order to 
enable the Commission to evaluate any 
modifications proposed by the self- 
regulatory organizations and to issue its 
final guidelines before July 31, 1978, the 
last date on which the Commission expects 
the self-regulatory organizations to respond 
to its June 22 request, it will be necessary 
for us to receive your suggestions for 
changes in the guidelines no later than July 
12, 1978. To facilitate the process of 
securing agreement to any suggested 
modifications to the staff’s proposed guide- 
lines, please also provide copies of your 
suggestions to all other options exchanges 
on or before the date on which those 
suggestions are submitted to us. 


If you have any questions concerning the 
proposed guidelines, please do not hesitate 
to contact me or the members of my staff 
who are working on this matter, Kathryn B. 
McGrath and Gene E. Carasick. 


Sincerely, 


Andrew M. Klein 
Director 


Enclosure 


APPENDIX 


Guidelines for the Replacement of involuntarily 
Delisted Options Classes 


During the period while the voluntary moratorium is in 
effect, involuntarily delisted options classes (i.e., 
options classes for which the underlying security fails 
to meet the requirements set forth in the rules of the 
exchange necessary to maintain approval for options 
trading) may be replaced with options classes of the 
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same type (i.e., put or call)! upon application 
approved by the Commission as follows: 


1. Involuntarily delisted classes may not be 
replaced with a class of options already 
listed on another exchange, except under 
the narrow circumstances outlined in sub- 
paragraph 5 below. 


2. Replacement applications may be filed 
with the Commission on or after, but not 
before, the date on which the exchange 
notifies the OCC that delisting procedures 
(“phaseout”) must be commenced with 
respect to a particular options class. The 
Commission will act upon such applica- 
tions at the time it acts upon the exchange’s 
application to the Commission, pursuant to 
Securities Exchange Act Rule 12d2-2(c), to 
strike the involuntarily delisted class from 
listing and registration. 


3. Trading may commence in an approved 
replacement class when the last series of 
the delisted class expires. 


4. Applications for replacement of involun- 
tarily delisted options classes will be 
considered by the Commission according to 
the order in which OCC received notice that 
a phaseout must be commenced with 
respect to a particular options class (e.g., 
the application of an exchange which 
notified OCC in October, 1977, of the com- 
mencement of a phaseout would have prior- 
ity in selecting a replacement over an 
exchange which notified OCC of the com- 
mencement of a phaseout in December, 
1977). 


5. In the case of replacement applications 
which seek to list the same class and where 
the applicant exchanges gave notice to OCC 
of the commencement of a phaseout on the 
same day, the applicant exchanges first 
shall be afforded an opportunity to resolve 
among themselves the question of which of 





Tin this connection, an options exchange which 
involuntarily delists an option in which both puts and 
Calls are traded, the call class may be replaced with any 
call class not traded on another exchange, and the put 
class similarly may be replaced with any put class not 
traded on another exchange, whether or not the put and 
call replacement classes are upon the same underlying 
security. 





them shall be entitled to consideration of its 
listing application. If they cannot resolve 
the matter, the Commission will not 
consider any of such applications. Should 
two or more exchanges apply simulta- 
neously for the same replacement class, 
where that class previously had been listed 
on, and was involuntarily delisted by one or 
more of the applicants, the exchange or 
exchanges which previously had listed the 
class shall be entitled to priority in listing 
that class as a replacement. If the class had 
been listed on more than one exchange pre- 
viously, the Commission will permit each 
exchange to relist that class. 


* * * 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14917/July 3, 1978 


Administrative Proceeding File No. 3-5378 
In the Matter of 

SHEARSON HAYDEN STONE INC. et al. 
Administrative Proceedings 


On June 27, 1978 the Commission instituted 
administrative proceedings pursuant to Sections 15(b) 
and 19(h) of the Exchange Act against Shearson 
Hayden Stone, Inc. (“Shearson”), Robert. Dickinson 
(“Dickinson”), Michael Post (“Post”), Victor Tostado 
(“Tostado”) and Theodore Saltzman (“Saltzman”). 


The Order for Proceedings alleges that Shearson, 
Dickinson, a Shearson registered representative, 
Tostado, a former Shearson registered representative, 
and Saltzman, a former Shearson branch office 
manager who was Tostado’s supervisor, violated and 
aided and abetted violations of the antifraud provisions 
of the Securities Act and the Exchange Act by effecting 
excessive and unsuitable transactions in discretionary 
customer option accounts in the period October 1, 
1978 to approximately July 14, 1975. As aresult of such 
transactions, nineteen Shearson customers who had 


invested approximately $512,767 allegedly lost 
$318,603 in periods ranging from one to sixteen 
months, which loss included commission costs of ap- 
proximately $167,735. 


Saltzman, Tostado’s supervisor and Post, Dickinson’s 
supervisor at the time of the violation are charged with 
failing to reasonably supervise Tostado and Dickinson. 


Shearson, Dickinson, Post and Saltzman have sub- 
mitted Offers of Settlement which have been accepted 
by the Commission. (See Exchange Act Release No. 
14918 entitled Findings and Order Imposing Remedial 
Sanctions.) 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14918/July 3, 1978 


Administrative Proceeding File No. 3-5378 
In the Matter of 

SHEARSON HAYDEN STONE, INC. 
ROBERT DICKINSON 

MICHAEL POST 

VICTOR TOSTADO 

THEODORE SALTZMAN 


FINDINGS AND ORDER IMPOSING REMEDIAL 
SANCTIONS 


In these proceedings ordered today pursuant to the 
Securities Exchange Act of 1934 (“Exchange Act”), 
Respondents Shearson Hayden Stone, Inc. (“Shear- 
son”)! , Robert Dickinson (“Dickinson”), Michael Post 
(“Post”) and Theodore Saltzman (‘Saltzman’) have 





1 Shearson is a firm resulting from the merger of 
Shearson Hammill & Co., into Hayden Stone, Inc. 
effective September 26, 1974. Prior thereto and at all 
times since September 29, 1972 Hayden Stone, Inc. 
and Shearson Hammill & Co., Inc. were registered with 
the Commission pursuant to Section 15(b) of the 
Exchange Act. This proceeding concerns trading in 
accounts carried by Shearson Hayden Stone, Inc. and 
Shearson Hammill & Co., Inc. 
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submitted Offers of Settlement which the Commission 
has determined to be in the public interest to accept. 
Solely for the purpose of these proceedings and 
without admitting or denying the allegations contained 
in the Order for Proceedings or the statements 
contained in the Findings and Order set forth herein, 
Shearson, Dickinson, Post and Saltzman consent to 
the entry of findings of violations and sanctions 
contained in this Order. 


Additionally, Shearson in its Offer of Settlement has 
agreed to offer to pay certain present and former 
customers of its Atlanta Georgia and Sherman Oaks, 
California offices the sum of $146,026 with respect to 
losses sustained by such customers attributable to 
options trading in their accounts including trans- 
actions in securities which related directly or indirectly 
to options strategy.4 Prior to the institution of the 
investigation, Shearson implemented certain measures 
calculated to improve its compliance efforts related to 
listed options trading. Shearson’s Offer of Settlement 
represents that Shearson has adopted or will adopt 
certain additional procedures designed to prevent a 
recurrence of the violations described in the Commis- 
sion’s Order for public Proceedings. 


On the basis of the Order instituting Proceedings and 
the Respondents’ Offers of Settlement, the 
Commission finds: 


1. Shearson wilfully violated Sections 17(a) of the 
Securities Act of 1933 (“Securities Act”), 10(b) of the 
Exchange Act and Rule 10b-5 thereunder in connection 
with listed and over-the-counter option transactions in 
customers’ accounts. 


2. Saltzman failed reasonably to supervise a person 
subject to his supervision with a view to preventing 
violations of the Securities Act and the Exchange Act 
as alleged in the Order for Proceedings. 





2 The Order instituting proceedings entitled in the 
Matter of Shearson Hayden Stone, Inc. et a/. was 
issued simultaneously with the Commission’s 
acceptance of their Offers of Settlement. 


3 The findings herein are- not binding on any other 
party to this proceeding. 


4 Shearson in private settlements has already paid 
additional customers of these offices the sum of 
$77,400. 
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3. Dickinson and Saltzman wilfully violated Sections 
17(a) of the Securities Act and 10(b) of the Exchange 
Act and Rule 10b-5 thereunder as alleged in the Order 
for Proceedings. 


4. Post failed reasonably to supervise a person 
subject to his supervision with a view to preventing vio- 
lations of the Securities Act and the Exchange Act as 
alleged in the Order for Proceedings. 


In view of the foregoing matters, it is in the public 
interest to impose the sanctions specified by the 
respondents in their Offers of Settlement. 


Accordingly, IT |S ORDERED that all trading in secu- 
rities options in Shearson’s Atlanta, Georgia and 
Sherman Oaks, California branch offices is suspended 
for a period of 30 and 60 days, respectively, for any 
accounts for which an option suitability form has not 
been submitted to Shearson prior to the entry of this 
Order. 


IT IS FURTHER ORDERED that Saltzman is barred from 
associating in any supervisory capacity, with any 
broker, dealer, investment company or investment 
advisor. 


IT IS FURTHER ORDERED that Post is censured. 


IT IS FURTHER ORDERED that Dickinson is 
suspended from association with any broker, dealer, 
investment company or investment advisor for a period 
of ninety (90) calendar days from the effective date of 
this Order and that he is barred for a period ending one 
year and three months from the effective date of this 
Order from associating with any broker, dealer, 
investment company or investment advisor in any 
capacity other than a non-supervisory one in which he 
is properly supervised. 


This Order shall be effective on the second Monday 
following the date of this Order. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14919/July 3, 1978 


Administrative Proceeding File No. 3-5391 


In the Matter of 





MIDWEST SECURITIES CO. 
(File No. 8-19265-1) 
HOWARD HERNDON PERCY 
ARTHUR BRUCE WEICHELT 
ORDER IMPOSING REMEDIAL SANCTIONS 


In these broker-dealer proceedings under the Securities 
Exchange Act, Midwest Securities Co. (Registrant), a 
registered municipal securities dealer; Howard 
Herndon Percy (“Percy”), and Arthur Bruce Weichelt 
(“Weichelt”), partners, have submitted an offer of 
settlement, without admitting or denying the 
allegations in the order for proceedings, which the 
Commission has determined to accept. 


On the basis of the order for proceedings and the offer 
of settlement, it is found that Midwest, Percy and 
Weichelt wilfully! violated and wilfully aided and 
abetted violations of Section 17(a) of the Securities Act 
of 1933 (Securities Act), Section 10(b) of the Exchange 
Act and Rule 10b-5 thereunder as allege in Paragraphs 
ll B1(a) and (b), Il B2(a)-(d), that portion of Il B2(e) 
which states that “the bonds were issued in deliberate 
circumvention of an Illinois statute which establishes a 
maximum rate of interest on municipal bonds” and II C 
of the Order. 


ACCORDINGLY, IT IS ORDERED THAT: 


(1) (a) Respondent Midwest’s registra- 
tion with the Commission as a broker-dealer 
be suspended for twenty-one (21) calendar 
days, and 


(b) Respondents Percy and Weichelt 
be suspended from being associated with 
Midwest, or any other registered broker- 
dealer, for twenty-one (21) calendar days, 
said suspensions to commence the second 
Monday following the week in which this 
Order is entered. 


(2) Midwest retain experienced securities 
counsel to review their future securities 
underwritings. 





1 “Eor the purposes of this Offer, the term “willfully”, 
as defined by the Second Circuit in Tager v. Securities 
and Exchange Commission, 344 F.2d 5 (2d Cir. 1965), 
shall mean that the actions alleged in the order were 
knowingly done by the respondents but without 
knowledge of any violation of, or intent to violate the 
federal securities laws.” 


(3) In connection with any future 
underwriting of a municipal bond refunding 
issue used to refund or redeem an earlier 
municipal bond issue Midwest shall obtain 
an opinion from experienced municipal 
bond counsel that such bonds were issued 
in conformity with the requirements of 
Illinois law, including the statutory interest 
rate limitations. 


For the Commission, by its Secretary, pursuant to 
delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14920/July 3, 1978 


Administrative Proceeding File No. 3-5442 
In the Matter of 
NATIONAL INDUSTRIES, INC. 


ORDER PURSUANT TO SECTION 12(h) GRANTING AN 
EXEMPTION FROM REPORTING REQUIREMENTS 
UNDER SECTIONS 13(a) AND 15(d). 


The Securities and Exchange Commission has issued 
an order exempting National Industries, Inc. from the 
periodic reporting requirements under Sections 13(a) 
and 15(d) of the Securities Exchange Act of 1934. On 
January 3, 1978, National became a wholly-owned 
subsidiary of Fuqua Industries, Inc. as a result of a 
merger. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14921/July 3, 1978 


Administrative Proceeding File No. 3-5446 
WHITING CORPORATION 
(81-353) 


ORDER GRANTING APPLICATION PURSUANT TO 
SECTION 12(h) OF THE 1934 ACT. 
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The Securities and Exchange Commission has issued 
an order granting the application of Whiting 
Corporation, an Illinois corporation, for an exemption 
from the reporting requirements of Sections 13 and 
14(d) of the Securities Exchange Act of 1934. It appears 
to the Commission that the requested exemption is not 
inconsistent with the public interest or the protection 
of investors. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14922/July 3, 1978 


Administrative Proceeding File No. 3-5443 
In the Matter of 

NORTHWEST PRODUCTION CORPORATION 
File No. 81-342 


ORDER GRANTING APPLICATION PURSUANT TO 
SECTION 12(h) OF THAT ACT 


The Securities and Exchange Commission has issued 
an order granting the application of Northwest Produc- 
tion Corporation (the “Applicant”) pursuant to Section 
12(h) of the Securities Exchange Act of 1934, as 
amended (the “1934 Act”), for an exemption from the 
reporting requirements of Section 15(d) of the 1934 
Act. 


Since, as the result of a merger, the Applicant is the 
wholly-owned subsidiary of El Paso Natural Gas 
Company, it appeared to the Commission that granting 
the requested exemption would not be inconsistent 
with the public interest or the protection of investors. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14923/July 3, 1978 


Administrative Proceeding File No. 3-5476 
In the Matter of 

UNITEK CORPORATION 

Application Pursuant to Section 12(h) 
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The Securities and Exchange Commission has issued a 
notice giving interested persons until July 25, 1978, to 
request a hearing on an application by Unitek 
Corporation (the “Applicant”) pursuant to Section 
12(h) of the Securities Exchange Act of 1934, as 
amended (the “1934 Act”), for an order exempting the 
Applicant from the provisions of Section 15(d) of the 
1934 Act. 

On January 27, 


1978, the Applicant became a 


wholly-owned subsidiary of Bristol-Myers, Incorpo- 
rated (“Bristol-Myers”). As a result of the merger, 
Bristol-Myers is the sole stockholder of the Applicant. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14924/July 3, 1978 


Administrative Proceeding File No. 3-5426 
In the Matter of 
CONTINENTAL TELEPHONE COMPANY OF VIRGINIA 


NOTICE OF APPLICATION PURSUANT TO SECTION 
12(h) OF THE SECURITIES EXCHANGE ACT OF 1934 
AND OPPORTUNITY FOR HEARING 


The Securities and Exchange Commission has issued a 
notice giving interested persons until July 25, 1978, to 
request a hearing on an application by Continental 
Telephone Company of Virginia (the “Applicant”) for an 
order exempting the Applicant from filing an annual 
report on Form 10-K and all other reports required to be 
filed by Sections 13 and 15(d) of the Securities 
Exchange Act of 1934. 


The Applicant is a wholly-owned subsidiary of 
Continental Telephone Corporation. The only class of 
securities issued by the Applicant which is subject to 
the reporting requirements of the 1934 Act is its 7.25% 
Convertible Subordinated Debentures, due May 1, 
1990. 





SECURITTIES EXCHANGE ACT OF 1934 
Release No. 14925/July 3, 1978 


Administrative Proceeding File No. 3-5427 





In the Matter of 
WESTERN CAROLINA TELEPHONE COMPANY 


NOTICE OF APPLICATION PURSUANT TO SECTION 
12(h) OF THE SECURITIES EXCHANGE ACT OF 1934 
AND OPPORTUNITY FOR HEARING 


The Securities and Exchange Commission has issued a 
notice giving interested persons until July 25, 1978, to 
request a hearing on an application by Western 
Carolina Telephone Company (the “Applicant”). for an 
order exempting the Applicant from filing an annual 
report on Form 10-K and all other reports required to be 
filed by Sections 13 and 15(d) of the Securities 
Exchange Act of 1934 (the “1934 Act”). 


The Applicant’s $5.00 Par Value Common Stock (the 
“Common Stock”) is 98% owned by the Continental 
Telephone Corporation. Other than the Common 
Stock, Applicant has no class of securities subject to 
the reporting requirements of the 1934 Act. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14926/July 3, 1978 


Administrative Proceeding File No. 3-5421 
In the Matter of 

MACRODATA CORPORATION 

File No. 81-326 


ORDER GRANTING APPLICATION PURSUANT TO 
SECTION 12(h) OF THAT ACT 


The Securities and Exchange Commission has issued 
an order granting the application of Macrodata 
Corporation (the “Applicant”) pursuant to Section 
12(h) of the Securities Exchange Act of 1934, as 
amended (the “1934 Act”), for an exemption from the 
reporting requirements of Section 15(d) of the 1934 
Act. 


Since the Applicant has become the wholly-owned 
subsidiary of Cutler-Hammer, Inc. as a result of a 
merger, it appeared to the Commission that granting 
the requested exemption would not’ be inconsistent 
with the public interest or the protection of investors. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14927/July 5, 1978 


In the Matter of 


MIDWEST STOCK EXCHANGE, INCORPORATED 
120 South LaSalle Street 
Chicago, Iinois 60603 


(SR-MSE-78-8) 
ORDER APPROVING PROPOSED RULE CHANGE 


On April 10, 1978, the Midwest Stock Exchange, 
Incorporated filed with the Commission, pursuant to 
Section 19(b)(1) of the Securities Exchange Act of 
1934, 15 U.S.C. 78(s)(b)(1) (the “Act”) and Rule 19b-4 
thereunder, copies of a proposed rule change which is 
designed to implement Rule 11Ac1-1 under the Act. 


Notice of the proposed rule change together with the 
terms of substance of the proposed rule change was 
given by publication of a Commission Release 
(Securities Exchange Act Release No. 34-14765, May 
16, 1978) and by publication in the Federa/ Register (43 
FR 22114, May 23, 1978). All written statements with 
respect to the proposed rule change which were filed 
with the Commission and all written communications 
relating to the proposed rule change between the 
Commission and any person were considered and (with 
the exception of those statements or communications 
which may be withheld from the public in accordance 
with the provisions of 5 U.S.C. §552) were made 
available to the public at the Commission’s Public 
Reference Room. 


The Commission finds that the proposed rule change is 
consistent with the requirements of the Act and the 
rules and regulations thereunder applicable to 
exchanges, and in particular, the requirements of 
Section 6 and the rules and regulations thereunder. 


IT IS THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the above-mentioned proposed 
rule change be, and it hereby is, approved. 


For the Commission, by the Division of Market 
Regtlation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14928/July 5, 1978 


In the Matter of 


SEC DOCKET/195 





AMERICAN STOCK EXCHANGE, INC. 
86 Trinity Place 
New York, New York 10006 


(SR-Amex-78-12) 
ORDER APPROVING PROPOSED RULE CHANGE 


On April 17, 1978, the American Stock Exchange, Inc. 
filed with the Commission, pursuant to Section 
19(b)(1) of the Securities Exchange Act of 1934, 15 
U.S.C. 78(s)(b)(1) (the “‘Act’) and Rule 19b-4 
thereunder, copies of a proposed rule change which is 
designed to implement Rule 11Ac1-1 under the Act. 


Notice of the proposed rule change together with the 
terms of substance of the proposed rule change was 
given by publication of a Commission Release (Secu- 
rities Exchange Act Release No. 34-14766, May 16, 
1978) and by publication in the Federal Register (43 FR 
22112, May 23, 1978). All written statements with 
respect to the proposed rule change which were filed 
with the Commission and all written communications 
relating to the proposed rule change between the 
Commission and any person were considered and (with 
the exception of those statements or communications 
which may be withheld from the public in accordance 
with the provisions of 5 U.S.C. §552) were made 
available to the public at the Commission’s Public 
Reference Room. 


The Commission finds that the proposed rule change is 
consistent with the requirements of the Act and the 
rules and regulations thereunder applicable to 
exchanges, and in particular, the requirements of 
Section 6 and the rules and regulations thereunder. 


IT IS THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the above-mentioned proposed 
rule change be, and it hereby is, approved. 


For the Commission, by the Division of Market Regula- 
tion pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14929/July 5, 1978 


In the Matter of 
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BOSTON STOCK EXCHANGE, INC. 
53 State Street 
Boston Massachusetts 02109 


(SR-BSE-78-2) 
ORDER APPROVING PROPOSED RULE CHANGE 


On April 17, 1978, the Boston Stock Exchange, Inc. 
filed with the Commission, pursuant to Section 19(b)(1) 
of the Securities Exchange Act of 1934, 15 U.S.C. 
78(s)(b)(1) (the “Act”) and Rule 19b-4 thereunder, 
copies of a proposed rule change which is designed to 
implement Rule 11Ac1-1 under the Act. 


Notice of the proposed rule change together with the 
terms of substance of the proposed rule change was 
given by publication of a Commission Release 
(Securities Exchange Act Release No. 34-14767, May 
16, 1978) and by publication in the Federal Register (43 
FR 22113, May 23, 1978). All written statements with 
respect to the proposed rule change which were filed 
with the Commission and all written communications 
relating to the proposed rule change between the 
Commission and any person were considered and (with 
the exception of those statements or communications 
which may be withheld from the public in accordance 
with the provisions of 5 U.S.C. §552) were made 
available to the public at the Commission’s Public 
Reference Room. 


The Commission finds that the proposed rule change is 
consistent with the requirements of the Act and the 
rules and regulations thereunder applicable to 
exchanges, and in particular, the requirements of 
Section 6 and the rules and regulations thereunder. 


IT IS THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the above-mentioned proposed 
rule change be, and it hereby is, approved. 


For the Commission, by the Division of market Regula- 
tion pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 


Release No. 14930/July 5, 1978 


In the Matter of 





PHILADELPHIA STOCK EXCHANGE, INCORPORATED 
17th Street and Stock Exchange Place 
Philadelphia, Pennsylvania 19103 


(SR-Phix-78-8) 
ORDER APPROVING PROPOSED RULE CHANGE 


On April 17, 1978, the Philadelphia Stock Exchange, 
Incorporated filed with the Commission, pursuant to 
Section 19(b)(1) of the Securities Exchange Act of 1934 
15 U.S.C. 78(s) (b)(1) (the “Act”) and Rule 19b-4 there- 
under, copies of a proposed rule change which is 
designed to implement Rule 11Ac1-1 under the Act. 


Notice of the proposed rule change together with the 
terms of substance of the proposed rule change was 
given by publication of a Commission Release 
(Securities Exchange Act Release No. 34-14769, May 
16, 1978) and by publication in the Federal Register (43 
FR 22119, May 23, 1978). All written statements with 
respect to the proposed rule change which were filed 
with the Commission and all written communications 
relating to the proposed rule change between the 
Commission and any person were considered and (with 
the exception of those statements or communications 
which may be withheld from the public in accordance 
with the provisions of 5 U.S.C. §552) were made 
available to the public at the Commission’s Public 
Reference Room. 


The Commission finds that the proposed rule change is 
consistent with the requirements of the Act and the 
rules and regulations thereunder applicable to 
exchanges, and in particular, the requirements of 
Section 6 and the rules and regulations thereunder. 


IT IS THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the above-mentioned proposed 
rule change be, and it hereby is, approved. 


For the Commission, by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14931/July 5, 1978 


In the Matter of 


NEW YORK STOCK EXCHANGE, INC. 
11 Wall Street 
New York, New York 10005 


(SR-NYSE-78-27) 
ORDER APPROVING PROPOSED RULE CHANGE 


On April 24, 1978, the New York Stock Exchange, Inc. 
filed with the Commission, pursuant to Section 
19(b)(1) of the Securities Exchange Act of 1934, 15 
U.S.C. 78(s)(b)(1) (the “Act’’) and Rule 19b-4 
thereunder, copies of a proposed rule change which is 
designed to implement Rule 11Ac1-1 under the Act. 


Notice of the proposed rule change together with the 
terms of substance of the proposed rule change was 
given by publication of a Commission Release (Secu- 
rities Exchange Act Release No. 34-14768, May 16, 
1978) and by publication in the Federal Register (43 FR 
22115, may 23, 1978). All written statements with 
respect to the proposed rule change which were filed 
with the Commission and all written communications 
relating to the proposed rule change between the 
Commission and any person were considered and (with 
the exception of those statements or communications 
which may be withheld from the public in accordance 
with the provisions of 5 U.S.C. §552) were made 
available to the public at the Commission’s Public 
Reference Room. 


The Commission finds that the proposed rule change is 
consistent with the requirements of the Act and the 
rules and regulations thereunder applicable to 
exchanges, and in particular, the requirements of 
Section 6 and the rules and regulations thereunder. 


IT IS THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the above-mentioned proposed 
rule change be, and it hereby is, approved. 


For the Commission, by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14932/July 6, 1978 
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SEE 


SECURITIES ACT OF 1933 
Release No. 5942/July 6, 1978 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14933/July 6, 1978 


SEE 


SECURITIES ACT OF 1933 
Release No. 5943/July 6, 1978 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14934/July 6, 1978 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY BOSTON STOCK EXCHANGE, INC. 


File No. SR-BSE-78-7 


The Boston Stock Exchange, Inc. (“BSE”) submitted 
on June 29, 1978, a proposed rule change under Rule 
19b-4 to amend Chapter V, Section 3 of the BSE Rules 
to clarify that the rules of the registered clearing 
agency through which clearing and settlement are to 
take place govern the settlement of contracts for 
delivery of securities. The stated purpose of the rule 
filing is to eliminate a conflict concerning the size of 
delivery of stocks among clearing agencies through 
which clearing and settlement may take place. 


Publication of the submission is expected to be made 
in the Federal Register during the week of July 10, 
1978. In order to assist the Commission to determine 
whether to approve the proposed rule change or insti- 
tute proceedings to determine whether the proposed 
rule change should be disapproved, interested persons 
are invited to submit written data, views and arguments 
concerning the submission within 21 days from the 
date of publication in the Federal Register. Persons 
desiring to make written comments should file six 
copies thereof with the Secretary of the Commission, 
Securities and Exchange Commission, 500 North 
Capitol Street, Washington, D.C. 20549. Reference 
should be made to File No. SR-BSE-78-7. 


198/SEC DOCKET 


Copies of the submission, all subsequent amend- 
ments, all written statements with respect to the 
proposed rule change which are filed with the 
Commission, and of all written communications relating 
to the proposed rule change between the Commission 
and any person, other than those which may be 
withheld from the public in accordance with the 
provisions of 5 U.S.C. §552, will be available for 
inspection and copying at the Commission’s Public 
Reference Room, 1100 L Street, N.W., Washington, 
D.C. Copies of the filing and of any subsequent 
amendments will also be available at the principal 
office of the above-mentioned self-regulatory 
organization. 


For the Commission, by the Division of Market Regula- 
tion pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14935/July 6, 1978 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY NEW YORK STOCK EXCHANGE, INC. 


File No. SR-NYSE-78-40 


The New York Stock Exchange, Inc. (“NYSE”) sub- 
mitted on June 22, 1978, a proposed rule change under 
Rule 19b-4 to amend NYSE Rule 410 to require 
members and member organizations to preserve 
certain records of orders “in an easily accessible place” 
for the first two years of the present three year 
retention requirement; to amend NYSE Rule 416(a) to 
require members and member organizations to submit 
to the Exchange such information as the Exchange 
deems essential for the protection of investors and the 
public interest; and to delete NYSE Rule 425 relating to 
Income and Expense Reports. 


Publication of the submission is expected to be made 
in the Federal Register during the week of July 10, 
1978. In order to assist the Commission to determine 
whether to approve the proposed rule change or insti- 
tute proceedings to determine whether the proposed 
rule change should be disapproved, interested persons 
are invited to submit written data, views and arguments 
concerning the submission within 21 days from the 
date of publiction in the Federal Register. Persons 
desiring to make written comments should file six 
copies thereof with the Secretary of the Commission, . 





Securities and Exchange Commission, 500 North 
Capitol Street, Washington, D.C. 20549. Reference 
should be made to File no. SR-NYSE-78-40. 


Copies of the submission, all subsequent amend- 
ments, all written statements with respect to the 
proposed rule change which are filed with the 
Commission, and of all written communications 
relating to the proposed rule change between the Com- 
mission and any person, other than those which may 
be withheld from the public in accordance with the 
provisions of 5 U.S.C. §552, will be available for 
inspection and copying at the Commission’s Public 
Reference Room, 1100 L Street, N.W., Washington, 
D.C. Copies of the filing and of any subsequent 
amendments will also be available at the principal 
office of the above-mentioned self-regulatory 
organization. 


For the Commission, by the Division of Market Regula- 
tion pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14936/July 6, 1978 


In the Matter of 


PHILADELPHIA STOCK EXCHANGE, INC. 
17th Street and Stock Exchange Place 
Philadelphia, Pennsylvania 19103 


(SR-PHLX-78-9) 
ORDER APPROVING PROPOSED RULE CHANGE 


On April 27, 1978, the Philadelphia Stock Exchange, 
Inc. (“PHLX”) filed with the Commission, pursuant to 
Section 19(b)(1) of the Securities Exchange Act of 
1934, 15 U.S.C. 78(s)(b)(1) (the “Act”) and Rule 19b-4 
thereunder, copies of a proposed rule change which 
would amend PHLX Rule 1030 relating to transactions 
with issuers and PHLX Rule 1031 relating to restricted 
stocks. Rule 1030 as amended would prohibit the 
acceptance by an Exchange member of an order for the 
sale (writing) of a call option contract relating to 
underlying stock if the order is for the account of the 
issuer of such stock. The: prohibition relating to an 
order of an affiliate of the issuer would be deleted. Rule 
1031 as amended would prohibit PHLX members from 
accepting stock which can only be sold either upon 


registration or pursuant to SEC rules (concerning 
“restricted stock”) to (i) cover a short position in a call 
option contract} (ii) deliver pursuant to the exercise of 
a put option contract; or (iii) satisfy an exercise notice 
assigned in respect of a call option contract. The 
amendments to Rule 1031 would facilitate the accept- 
ance of permissible options orders by PHLX member 
firms and, where appropriate, permit margining of such 
options on a covered basis with “restricted stock.” 


Notice of the proposed rule change together with the 
terms of substance of the proposed rule change was 
given by publication of a Commission Release (Securi- 
ties Exchange Act Release No. 34-14738, May 5, 1978) 
and by publication in the Federal Register (43 F.R. 
23779, June 1, 1978). All written statements with 
respect to the proposed rule change which were filed 
with the Commission and all written communications 
relating to the proposed rule change between the 
Commission and any person were considered and (with 
the exception of those statements or communications 
which may be withheld from the public in accordance 
with the provisions of 5 U.S.C. §552) were made 
available to the public at the Commission’s Public 
Reference Room. 


The Commission finds that the proposed rule change is 
consistent with the requirements of the Act and the 
rules and regulations thereunder applicable to 
registered national securities exchanges, and in 
particular, the requirements of Section 6 and the rules 
and regulations thereunder. 


IT IS THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the above-mentioned proposed 
rule change be, and it hereby is, approved. 


For the Commission, by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14937/July 6, 1978 


NOTICE OF FILING OF PROPOSED RULE CHANGE BY 
PHILADELPHIA STOCK EXCHANGE, INC. 


File No. SR-PHLX-78-13 


The Philadelphia Stock Exchange, Inc. (“PHLX”) sub- 
mitted on June 26, 1978, a proposed rule change under 
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Rule 19b-4 to add By-Law Section 12-1(f) which would 
establish a non-participating status for regular 
memberships. As proposed, for each regular 
membership held, a member would be allowed to 
acquire from any other member, but not from the 
PHLX, one additional regular membership which he 
could elect, at the time of acquisition only, to hold ina 
non-participating status (“NPS”). The proposed rule 
change also specifies the privileges and obligations of 
NPS memberships and provisions for their transfer. 


Publication of the submission is expected to be made 
in the Federal Register during the week of July 10, 
1978. In order to assist the Commission to determine 
whether to approve the proposed rule change or 
institute proceedings to determine whether the 
proposed rule change should be disapproved, 
interested persons are invited to submit written data, 
views and arguments concerning the submission 
within 21 days from the date of publication in the 
Federal Register. Persons desiring to make written 
comments should file six copies thereof with the 
Secretary of the Commission, Securities and Exchange 
Commission, 500 North Capitol Street, Washington, 
D.C. 20549. Reference should be made to File No. 
SR-PHLX-78-13. 


Copies of the Submission, all subsequent amend- 
ments, all written statements with respect to the 
proposed rule change which are filed with the 
Commission, and of all written communications 
relating to the proposed rule change between the 
Commission and any person, other than those which 
may be withheld from the public in accordance with the 
provisions of 5 U.S.C. §552, will be available for 
inspection and copying at the Commission’s Public 
Reference Room, 1100 L Street, N.W., Washington, 
D.C. Copies of the filing and of any subsequent 
amendments will also be available at the principal 
office of the above-mentioned self-regulatory 
organization. 


For the Commission, by the Division of Market Regula- 
tion pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14938/July 6, 1978 


In the Matter of 
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AMERICAN STOCK EXCHANGE, INC. 
86 Trinity Place 
New York, New York 10006 


(SR-Amex-78-9) 
ORDER APPROVING PROPOSED RULE CHANGE 


On March 21, 1978, the American Stock Exchange, Inc. 
(“Amex”) filed with the Commission, pursuant to 
Section 19(b)(1) of the Securities Exchange Act of 
1934, 15 U.S.C. 78(s)(b)(1) (the “Act”) and Rule 19b-4 
thereunder, copies of a proposed rule change which 
would amend its Rule 174 to eliminate the 
requirements that a specialist, upon request, disclose 
the names of buying and selling member organizations 
in completed Exchange transactions, and to make clear 
that such information, when disclosed, must also be 
disclosed on request to any eligible person. 


Notice of the proposed rule change together with the 
terms of substance of the proposed rule change was 
given by publication of a Commission Release (Securi- 
ties Exchange Act Release No. 34-14632, April 4, 1978) 
and by publication in the Federal Register (43 F.R. 
23779, June 1, 1978). All written statements with 
respect to the proposed rule change which were filed 
with the Commission and all written communications 
relating to the proposed rule change between the 
Commission and any person were considered and (with 
the exception of those statements or communications 
which may be withheld from the public in accordance 
with the provisions of 5 U.S.C. §552) were made 
available to the public at the Commission’s Public 
Reference Room. 


The Commission finds that the proposed rule change is 
consistent with the requirements of the Act and 
the rules and regulations thereunder applicable to 
registered national securities exchanges, and in 
particular, the requirements of Section 6 and the rules 
and regulations thereunder. 


IT IS THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the above-mentioned proposed 
rule change be, and it hereby is, approved. 


For the Commission, by the Division of Market Regula- 
tion pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14939/July 6, 1978 





In the Matter of 


PACIFIC STOCK EXCHANGE INCORPORATED 
618 South Spring Street 
Los Angeles, California 90014 


(SR-PSE-78-9) 
ORDER APPROVING PROPOSED RULE CHANGE 


On May 9, 1978, the Pacific Stock Exchange Incorpo- 
rated (“PSE”) filed with the Commission, pursuant to 
Section 19(b)(1) of the Securities Exchange Act of 
1934, 15 U.S.C. 78(s)(b)(1) (the “Act”) and Rule 19b-4 
thereunder, copies of a proposed rule change which 
would amend PSE Rule VI by adding Section 86 to 
provide a definitive date wherein payment of floor 
brokerage charges for trading of options contracts 
must be paid. Under the rule payment would be made 
no later than the thirtieth day of the month provided 
that an invoice detailing the brokerage charges for the 
services performed is delivered to the member 
receiving such brokerage services no later than the 
tenth day of the month. 


Notice of the proposed rule change together with the 
terms of substance of the proposed rule change was 
given by publication of a Commission Release (Securi- 
ties Exchange Act Release No. 34-14794, May 23, 1978) 
and by publication in the Federal Register (43 F.R. 
23776, June 1, 1978). All written statements with 
respect to the proposed rule change which were filed 
with the Commission and all written communications 
relating to the proposed rule change “between the 
Commission and any person were considered and (with 
the exception of those statements or communications 
which may be withheld from the public in accordance 
with the provisions of 5 U.S.C. §552) were made 
available to the public at the Commission’s Public 
Reference Room. 


The Commission finds that the proposed rule change is 
consistent with the requirements of the Act and the 
rules and regulations thereunder applicable to 


registered national securities exchanges, and in 
particular, the requirements of Section 6 and the rules 
and regulations thereunder. 


IT IS THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the above-mentioned proposed 
rule change be, and it hereby is, approved. 


For the Commission, by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14940/July 6, 1978 


An order has been issued granting the application sub- 
mitted by the American Stock Exchange, Inc. to strike 
the common stock (par value $2) of Nelly Don, Inc. 
from listing and registration. 








PUBLIC UTILITY HOLDING COMPANY 
ACT OF 1935 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20605/June 29, 1978 


SEE 


SECURITIES ACT OF 1933 
Release No. 5940/June 29, 1978 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20606/June 29, 1978 


In the Matter of 


YANKEE ATOMIC ELECTRIC COMPANY 
Westborough, Massachusetts 


(70-6022) 

SUPPLEMENTAL ORDER CORRECTING ERROR 

The order previously issued herein dated June 22, 1978 
(HCAR No. 20599), is hereby corrected in the following 


respect. 


The third sentence of the third paragraph is corrected 
to read as follows: 


“The Note Agreement also provides for the amortization 
of principal after the first three loan years, payable in 
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twelve semiannual installments, the first ten such 
installments being $900,000 each and the last two 
installments being $500,000 each.” 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20607/June 28, 1978 


In the Matter of 


CONNECTICUT YANKEE ATOMIC POWER COMPANY 
Hartford, Connecticut 


(70-6166) 


ORDER AUTHORIZING ISSUANCE AND SALE OF 
SHORT-TERM NOTES TO BANKS AND A DEALER IN 
COMMERCIAL PAPER AND EXCEPTION FROM 
COMPETITIVE BIDDING 


Connecticut Yankee Atomic Power Company (“Con- 
necticut Yankee’’), an eleciric utility subsidiary 
company of Northeast Utilities and New England 
Electric System, both of which are registered holding 
companies, has filed a declaration and an amendment 
thereto with this Commission pursuant to Sections 
6(a) and 7 of the Public Utility Holding Company Act of 
1935 (“Act”) and Rule 50(a)(5) promulgated thereunder 
regarding the following proposed transactions. 


Connecticut Yankee proposes to issue and sell notes 
to banks and commercial paper to a dealer from time to 
time on or before June 30, 1979. The aggregate amount 
of all such notes at any time outstanding, whether 
issued to banks or to a dealer in commercial paper, will 
not exceed $30,000,000. 


The bank notes to be issued by Connecticut Yankee 
will each be dated the date of issue, will have 
maximum maturity dates of nine months, and will bear 
interest at the prime rate. The bank notes will be issued 
no later than June 30, 1979, and will be subject to 
prepayment at any time at the company’s option 
without premium. Connecticut Yankee proposes to 
make such borrowings from The Chase Manhattan 
Bank, New York, N.Y., The Connecticut Bank and Trust 
Company, Hartford, Connecticut, and Bankers Trust 
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Company, New York, N.Y., in a maximum principal 
amount at any one time outstanding from each bank of 
$15,000,000, $10,000,000, and $5,000,000, respec- 
‘tively. Compensating balance requirements vary 
somewhat with each bank; however, Connecticut 
Yankee calculates that the effective cost of such 
borrowings will be 10.31% per annum based on a prime 
interest rate of 8-1/4%. No closing costs are required 
in connection with any of the proposed bank 
borrowings. 


The commercial paper will be issued in the form of 
short-term promissory notes in denominations of not 
less than $50,000 and not more than $1,000,000, of 
varying maturities, with no maturity more than 270 
days after the date of issue, and will not be repayable 
prior to maturity. The commercial paper will be sold 
directly to a commercial paper dealer at the discount 
rate per annum prevailing at the date of issuance for 
commercial paper of comparable quality and of the 
particular maturity. No commercial paper shall be 
issued having a maturity of more than 90 days at an 
effective interest cost to Connecticut Yankee in excess 
of the effective bank interest rate at which Connecticut 
Yankee could obtain loans from banks in an amount at 
least equal to the principal amount of such commercial 
paper. No commission or fee will be payable in 
connection with the issuance and sale of the 
commercial paper. The purchasing dealer, as principal, 
will reoffer the commercial paper to_ institutional 
investors at a discount of not more than 1/8 of 1% per 
annum less than the prevailing discount rate to Con- 
necticut Yankee. 


The commercial paper will be reoffered to not more 
than 200 identified and designated customers in a 
nonpublic list prepared for Connecticut Yankee in 
advance by the purchasing dealer. No additions will be 
made to this customer list. It is anticipated that the 
commercial paper wi!l be held by customers to 
maturity, but if such customers desire to resell prior to 
maturity, the purchasing dealer, pursuant to a verbal 
repurchase agreement, will repurchase the commercial 
paper and reoffer the same to others in the group of 200 
customers. 


The funds to be derived from the issuance and sale of 
the bank notes and commercial paper will be applied by 
Connecticut Yankee (i) to repay $18,470,000 of com- 
mercial paper presently outstanding pursuant to order 
of the Commission (HCAR No. 20098 (July 5, 1977)), 
(ii) to provide funds for construction, and (iii) to 
provide a portion of the funds required for the purchase 
of additional nuclear fuel through June 30, 1979. 


No state commission and no federal commission, 
other than this Commission, has jurisdiction over the 
proposed transactions. 





Connecticut Yankee requests that the proposed 
issuance and sale of commercial paper be excepted 
from the competitive bidding requirements of Rule 50 
pursuant to paragraph (a)(5)(B) thereof on the ground 
that it is not practicable to invite competitive bids for 
commercial paper and that current rates for 
commercial paper of prime borrowers such as Con- 
necticut Yankee are published daily in financial pub- 
lications. Connecticut Yankee further requests that the 
time for filing certificates of notification pursuant to 
Rule 24 be extended to allow for filing on a quarterly 
basis. 


Due notice of fiiling of said declaration has been given in 
the manner prescribed in Rule 23 promulgated under 
the Act (HCAR No. 20556), and no hearing has been 
requested of or ordered by the Commission. Upon the 
basis of the facts in the record, it is hereby found that 
the applicable standards of the Act and the rules 
thereunder are satisfied and that no adverse findings 
are necessary; and that it is appropriate in the public 
interest and in the interest of investors and consumers 
that said declaration, as amended, be permitted to 
become effective: 


IT IS ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder, that said declaration, 
as amended, be, and it hereby is, permitted to become 
effective forthwith, subject to the terms and conditions 
prescribed in Rule 24 promulgated under the Act, 
except that the time for filing the certificates 
thereunder with respect to the commercial paper is 
extended as requested so as to allow filing on a 
quarterly basis. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20608/June 30, 1978 


In the Matter of 


CENTRAL AND SOUTH WEST CORPORATION 
Dallas, Texas 


CENTRAL POWER AND LIGHT COMPANY 
Corpus Christi, Texas 


SOUTHWESTERN ELECTRIC POWER COMPANY 
Shreveport, Louisiana 


PUBLIC SERVICE COMPANY OF OKLAHOMA 
Tulsa, Oklahoma 


WEST TEXAS UTILITIES COMPANY 
Abilene, Texas 


CENTRAL AND SOUTH WEST SERVICES, INC. 
Dallas, Texas 


(70-6163) 


ORDER AUTHORIZING PROPOSED EXTENSION OF 
SYSTEM MONEY POOL ARRANGEMENT, PROPOSED 
ESTABLISHMENT OF NEW SHORT-TERM BORROW- 
ING LIMITATIONS AND GRANTING EXCEPTION 
FROM COMPETITIVE BIDDING. 


Central and South West Corporation (“CSW”), a 
registered holding company, and five of its subsidiary 
companies, Central Power and Light Company 
(“CP&L”), Southwestern Electric Power Company 
(“SWEPCO”), West Texas Utilities Company (“WTU”), 
Public Service Company of Oklahoma (“PSO”) and 
Central and South West Services, Inc., (“CSWS”) have 
filed an application-declaration and amendments 
thereto with this Commission pursuant to Sections 6, 
7, 9(a), 10, 12(b) and 12(f) of the Public Utility Holding 
Company Act of 1935 (“Act”) and Rules 43, 45 and 50 
promulgated thereunder regarding the following 
proposed transactions. 


By order dated December 30, 1976 (HCAR No. 19829) 
CSW, CP&L, SWEPCO, PSO, WTU and CSWS 
(collectively the “CSW System” or “Applicants”) were 
authorized to establish and maintain through June 30, 
1978 a CSW System money pool ("money pool”) to 
coordinate their short-term borrowings. The money 
pool is composed of funds from any one or more of the 
following sources: (i) surplus funds of CSW; (ii) 
surplus funds of any of the subsidiaries; (iii) borrow- 
ings by CSW or the subsidiaries from banks and (iv) 
proceeds of CSW’s sales of commercial paper. Borrow- 
ings by each of the constituent companies was 
authorized to be made only within prescribed limits 
and the aggregate amount of short-term loans 
outstanding was not to exceed $115,000,000. 


CSW administers the money pool by matching up, to 
the extent possible, short-term cash surpluses and 
loan requirements of CSW and its various subsidiaries. 
Subsidiary requests for short-term loans are met first 
from surplus funds of the other subsidiaries which are 
available to the money pool and then from CSW’s 
corporate funds to the extent available. Where these 
sources of funds are insufficient to meet short-term 
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loan requests, borrowings are made from outside the 
System. To that end CSW was authorized to issue and 
sell up to $115,000,000 of its commercial paper to A-G 
Becker and Co., Inc., (“Becker”) at a discount rate not 
in excess of the discount rate per annum prevailing at 
the time of issuance for commercial paper of 
comparable quality and maturity sold by issuers 
thereof to commercial paper dealers and at an interest 
cost not exceeding the effective cost of money for 
unsecured prime commercial bank loans prevailing on 
the date of issue of such commercial paper. 
Furthermore, in the event that borrowings from banks 
at the prime rate of interest would produce a lower cost 
of money to CSW than the issue of its commercial 
paper, and to the extent that funds in the system 
money pool are insufficient to meet the subsidiaries’ 
requests for short term loans, CSW and the 
subsidiaries were authorized to borrow from banks 
from time to time prior to July 1, 1978, an amount not 
to exceed $102,020,000 at any one time outstanding, 
and subject further to the aggregate short-term 
borrowing limitation of $115,000,000. 


The interest rate applicable to all loans of surplus funds 
through the money pool is the rate published in the 
Wall Street Journal for commercial paper placed 
directly by a major finance company and having a term 
most nearly equal to the term of the particular money 
pool loan in question. The interest rate applicable to 
the funds borrowed by CSW from external sources and 
loaned through the money pool is equal to CSW’s net 
cost for the external borrowings. 


The money pool authorization was subsequently 
amended in HCAR No. 20355 to permit CSW or a 
subsidiary to borrow directly from a bank even if the 
cost of such borrowing is not less than the cost of 
equivalent borrowings through the money pool if and 
only to the extent that such bank requires that the 
borrowings be made on a condition of maintaining the 
subsidiary’s line of credit with the bank; subject to an 
aggregate limit of $10,000,000 at any one time 
outstanding for all such bank borrowings and a limit of 
$5,000,000 at any one time outstanding for any one 
subsidiary. The money pool agreement was further 
amended by HCAR No. 20385, increasing the total 
borrowing authorization and authorizing CSW to 
maintain compensating balances, where necessary, 
not in excess of 10% of the bank lines of credit. 


The Applicants now request authority to extend the 
money pool arrangement’s authorization through 
December 31, 1979 subject to new and increased bor- 
rowing limitations. 


The Applicants propose that the authorized aggregate 
amounts outstanding at any one time be increased to 
$250,000,000 and that the individual maximum 
borrowings outstanding be set at the following 
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amounts: CSW, $250,000,000; CP&L, $92,000,000; 
PSO, $80,000,000; SWEPCO, $65,000,000; and WTU, 
$32,000 000 but, in no case, to exceed 10% or, in the 
case of WTU 20%, of the aggregate of the borrower’s 
secured debt, capital stock and premiums thereon and, 
surplus at the time of borrowing. 


Applicants estimate the maximum anticipated 
borrowings outstanding at any one time during the 
period through December 31, 1979 at the following 
amounts: CSW, $200,000,000; CP&L, $71,000,000; 
PSO, $74,000,000; SWEPCO, $50,000,000; WTU, 
$20,000,000; and CSWS, $2,000,000. 


Applicants state that the proceeds of any short-term 
borrowings, except by CSWS, would be used (i) in the 
case of borrowings by CPL, PSO, SWEPCO and WTU 
(the“operating companies”) for the interim financing of 
their capital programs during the period and to provide 
for other temporary working capital needs; (ii) in the 
case of borrowings by CSW, to loan or contribute as 
capital to the subsidiaries for such purposes; and (iii) 
to repay borrowings previously incurred for such 
purposes. 


The estimated capital programs for 1978 and 1979 for 
the operating companies are as follows: 


1978 


$247 ,000,000 
$257 ,000,000 
$110,000,000 
$ 21,000,000 


None of the proceeds from such borrowing shall be 
utilized to pay the cost of facilities (“interconnection 
facilities”) which would not be needed to provide 
service to customers of any of the operating companies 
if such operating company were not part of the 
CSW System, nor will any expenditures be made by 
any of the operating companies for the construction or 
acquisition of any facility not so needed prior to the 
time all funds covered by this Application-Declaration 
have been expended. For the purposes of the foregoing 
representation, there is included within the meaning of 
the term “interconnection facilities” all facilities, 
construction or acquisition of which is or would be part 
of any proposal for synchronous interstate operation of 
the CSW System forming the subject of the 
proceedings in Central and South West Corporation, et 
al. (Admin. Proc. File No. 3-4951) which would not also 
be required for the continuation of dissynchronous 
interstate/intrastate operation in the mode presently 
prevailing in the Central and South West System. 





Proceeds of borrowings by CSWS will be used to pro- 
vide working capital for CSWS’s operations or to repay 
borrowings used for such purpose. 


At March 31, 1978, the Applicants had the following 
amounts of short-term borrowings outstanding, all of 
which were in the form of open account advances from 
CSW: 


In all other salient aspects the organization and 
functioning of the CSW System money pool will remain 
identical to that previously authorized in HCAR Nos. 
20355 and 20385. 


Applicants state that presently there are no 
compensating balance arrangements under any of the 
lines of credit maintained by them. The Applicants 
have in the past been able to borrow from banks at the 
prime rate available to commercial borrowers. If it is 
assumed that the prime rate is 82% (as quoted in the 
Wall Street Journal for June 5, 1978) and that a 
maximum compensating balance of 20% is required, 
the effective interest rate would be 10.625%. 


CSW requests exemption from the competitive bidding 
requirements of Rule 50 under the Act in connection 
with the proposed issuance of commercial paper 
pursuant to paragraph (a)(5)(B) thereof. 


No state commission and no federal commission, 
other than this Commission, has jurisdiction over the 
proposed transaction. The fees and expenses to be 
incurred in connection with the proposed transaction 
are estimated at $13,500 including rating agency fees 
of $10,500 and $500 in legal fees. 


Due notice of the filing of said application-declaration 
has been given in the manner prescribed in Rule 23 
promulgated under the Act (HCAR No. 20579), and no 
hearing has been requested of or ordered by the 
Commission. Upon the basis of the facts in the record, 
it is hereby found that the applicable standards of the 
Act and the rules thereunder are satisfied and that no 
adverse findings are necessary; and that it appropriate 
in the public interest and in the interest of investors 
and consumers that the application-declaration, as 
amended, be granted and permitted to become 
effective in part: 


IT IS ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder, that the CSW System 
money pool’s authorization be extended forthwith 
through December 31, 1979 subject to an aggregate 
borrowings outstanding limitation not to exceed 
$290,000,000 and subject further to individual 
borrowings limitations for each of the Applicant’s in 
the following amounts: CSW, $200,000,000; CP&L, 
$71,000,000; SWEPCO, $50,000,000; WTU, $20,000,000 
and CSWS $2,000,000 and subject further to the terms 
and conditions prescribed in Rule 24 promulgated 
under the Act. 


IT 1S FURTHER ORDERED that jurisdiction be, and 
hereby is reserved, with respect to any greater amounts 
requested by the applicants, either collectively or 
individually, pending a showing of further need. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20609/June 30, 1978 


In.the Matter of 


OHIO EDISON COMPANY 
Akron, Ohio 


PENNSYLVANIA POWER COMPANY 
New Castle, Pennsylvania 


(70-5390) 


ORDER AUTHORIZING EXTENSION OF SHORT TERM 
BORROWING AUTHORIZATION AND RESERVING 
JURISDICTION OVER GUARANTEE OF FIRST 
MORTGAGE BONDS AND NOTES OF NON-AFFIL- 
IATED COAL SUPPLIER 


Ohio Edison Company (“Ohio Edison”), an electric 
utility company and a registered holding company, and 
its electric utility subsidiary company Pennsylvania 
Power Company (“Penn Power”) have filed with this 
Commission post-effective amendments to their 
application-declaration previously filed in this matter 
pursuant.to Sections 6, 7 and 12(b) of the Public Utility 
Holding Company Act of 1935 (“Act”) concerning the 
following proposed transactions. 
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By orders of October 30, 1973 (HCAR No. 18144), and 
July 26, 1974 (HCAR No. 18511), applicants-declarants 
were authorized to severally, and not jointly, guarantee 
a portion of certain debt obligations of Quarto Mining 
Company (“Quarto”) in connection with Quarto’s 
development of certain coal mines which are being 
developed to supply coal for the operation of various 
generating units (Sammis Unit No. 7 and Bruce 
‘Mansfield Units Nos. 1 and 2) in which Ohio Edison 
and Penn Power have undivided interests as tenants in 
common with one or more other electric utilities which 
comprise the Central Area Power Coordination Group 
(“CAPCO”). CAPCO is comprised of applicants- 
declarants together with The Cleveland Electric 
liuminating Company, Duquesne Light Company and 
The Toledo Edison Company. The percentage of the 
Quarto debt, including both first mortgage bonds 
(“Bonds”) and notes and concomitant loan certificates 
(“Notes”), guaranteed by Ohio Edison is 49.65% and 
that guaranteed by Penn Power is 8.27%. 


At present the following Bonds and Notes, guaranteed 
by applicants-declarants, have been issued by Quarto: 


Principal 
Amount 





Series A Bonds 
Series B Bonds 
Series A Notes 
Series B Notes 


$20,500,000 
$20,000,000 
$32,250,000 
$10,000,000 


By post-effective amendment filed in this proceeding it 
is proposed that an additional series of first mortgage 
bonds (“Series C Bonds”) and an additional series of 
notes and concomitant loan certificates (“Series C 
Notes”) be issued and that the CAPCO companies 
guarantee such new debt, Ohio Edison’s and Penn 
Power’s portion of such guarantees being the 
percentages stated above. The Series C Bonds will be 
issued in an aggregate principal amount of up to 
$120,000,000 and will mature on January 1, 2000. It is 
presently intended to issue $75,000,000 principal 
amount as soon as possible, $25,000,000 in December 
1978 and the final $20,000,000 at a time to be 
determined later. The Series C Bonds will be subject to 
annual sinking fund payments equal to 5% of the 
original principal amount thereof commencing on 
January 1, 1981. The interest rate to be borne by the 
Series C Bonds will be supplied by further amendment. 
The Series C Notes will be issued in an aggregate 
principal amount of $51,750,000 and will mature on 
January 1, 2000. It is presently intended to issue 
$30,000,000 principal amount as soon as possible, and 
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$21,750,000 principal amount in December 1978. Until 
July 1, 1979 only interest will be paid on the Series C 
Notes; on that date level debt service payments will 
commence which are designed to pay the interest and 
principal of the Series C Notes over their term. The 
interest rate to be borne by the Series C Notes will be 
supplied by further amendment. It is anticipated that 
the proceeds from the sales of the Series C Bonds and 
the Series C Notes will be applied by Quarto to reduce 
short-term indebtedness incurred to pay the cost of 
developing and equipping the mines and/or to pay 
such costs directly. Such short-term indebtedness is 
guaranteed by the CAPCO companies. 


It is stated that the estimated total cost of developing 
and equipping the mines has increased from the 
$140,000,000 originally estimated to $360,000,000. This 
increase takes into account revisions of the overall 
mining plan, which now contemplates final total 
annual production of 4,700,000 tons, which figure is 
smaller than the 6,400,000 tons originally forecast for 
the project. Based upon the present $360,000,000 cost 
estimate, and assuming the issuance of $120,000,000 


Interest 


Rate Maturity 








8.25% 
9.70% 
8.50% 
9.75% 


Jan. 1, 2000 
Jan. 1, 2000 
Jan. 1, 2000 
Jan. 1, 2000 


of Series C Bonds, it is anticipated that an additional 
series of bonds aggregating $41,500,000 will be issued 
and sold at a later date in order to complete the 
financing of the cost of developing and equipping the 
mines. 


By order dated July 7, 1977 (HCAR No. 20102), Ohio 
Edison and Penn Power were authorized to make 
short-term borrowings and/or guarantees of short-term 
borrowings of Quarto and/or the owner-trustee under 
the lease arrangement with Quarto of up to 
$123,000,000 and $31,000,000 respectively, through 
June 30, 1978. Applicants-declarants now seek . 
authority to make such short-term borrowings and/or 
guarantees, without regard to the mix of such short- 
term borrowings and guarantees, of up to 
$218,000,000 and $40,700,000, respectively, from July 
1, 1978 through June 30, 1979. Ohio Edison and Penn 
Power state that the requested amounts, as to each 
company; represent approximately 10% of the 
aggregate of (1) the total principal amount of all bonds 
or other securities representing secured indebtedness 





issued or assumed by that company presently 
outstanding and (2) the present aggregate of the par 
value of, or stated capital represented by, the 
outstanding shares of all classes of stock and of the 
surplus of such company, paid-in, earned and other, if 
any. The amount of permissible unsecured indebted- 
ness under the companies’ charters is in each case 
similarly restricted to an amount equal to 10% of the 


Ohio Edison and Penn Power have estimated that the 
expected amounts of short-term borrowings and 
guarantees for the period through June 1979 should 
aggregate not more that $137,000,000 and $20,000,000 
respectively. Ohio Edison and Penn Power both 
consent to a reservation of jurisdiction, pending a 
showing of need by them, with respect to that portion 
of their borrowing authorizations beyond the presently 


aggregate of (1) the total principal amount of all bonds 
or other securities representing secured indebtedness 
issued or assumed by that company presently 
outstanding and (2) the present aggregate of the par 
value of, or stated capital represented by, the 
outstanding shares of all classes of stock and of the 
surplus of such company, paid-in, earned and other, if 
any. As used herein, the term “short-term borrowings” 
refers to borrowings that mature or are renewed for not 
more than nine months, exclusive of days of grace, 
after the date of their issue or renewal. 


expected peak amounts specified. 


The short-term borrowings to be made by Quarto 
and/or the owner-trustee under the lease transaction, 
the repayment of which are to be guaranteed by the 
CAPCO companies, will be primarily under lines of 
credit with seven banks. The details with respect to 
these lines of credit to be in effect at July 1, 1978 are as 
follows: 


Estimated Effective Rates 





With Prime at 8.00% 


Bank ¥Y2 Utilization Full Utilization 


Amount Terms 





Cleveland Trust 
Company 


$ 4,000,000 108% of Prime and 
Y2% Commitment 


Fee on Unused Line 


9.14% 8.64% 


The Chase Manhat- 
tan Bank, N.A. 


$ 55,000,000 Prime plus Fee of 
4% of Prime on 
Line and 2% of 


Prime on Unused 


Central National 
Bank of Cleve- 
land 


$ 3,000,000 110% of Prime and 
%2% Commitment 
Fee on Unused Line 
Mellon Bank, N.A. $ 55,000,000 104% of Prime and 
%2% Commitment 
Fee on Unused Line 
for borrowings mat- 
uring prior to 1/1/79 
and, at option of 
Bank rate can in- 
crease to no more 
than 107% of Prime 
and %2% Commit- 
ment Fee on Un- 
used Line for bor- 
rowings maturing 
after 12/31/78. 


8.82%* 8.32% * 





*Effective for borrowings maturing prior to 1/1/79. The comparable percentages for borrowings 
maturing after 12/31/78 are 9.06% at 1% utilization and 8.56% at full utilization. 


Continued on following page 
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Continued from preceding page 


Society National 
Bank of Cleveland 


$ 5,000,000 


Union Commerce 
Bank 


Pittsburg National 
Bank 


$ 10,000,000 


$ 3,000,000 
V2 % 


Prime plus 1/4% 


Prime plus 3/8% 


109% of Prime and 
Commitment 


Fee on Unused Line 


$135,000,000 








Short-term borrowings may also be made from the 
Note and Bond Escrow Funds (unspent proceeds of the 
permanent financing previously consumated in 
connection with Quarto’s development of the mines) 
prior to the time the monies therein contained are 
expended. In this way, amounts in the Bond Escrow 
Fund can be utilized by the owner-trustee prior to the 
time those funds are required by Quarto and Quarto 
can utilize amounts in the Note Escrow Fund prior to 
the time those funds are required by the owner-trustee. 
The interest rate for borrowings from the Note Escrow 


Amount of 


Bank Line 


Interest 
Rate 


Weighted Average 
Effective Cost 


Fund will bear interest at the interest rate applicable to 
the Notes and the interest rate for borrowing from the 
Bond Escrow Fund will bear interest at the interest rate 
applicable to the Bonds. The repayment of such 
borrowing will be guaranteed by the CAPCO 
companies in the same way that the repayment of - 
borrowings under the lines of credit referred to above 
will be guaranteed. 


Ohio Edison’s existing lines of credit are currently and 
will be on July 1, 1978, as follows: 


Average 
Compensating 
Balances 


Effective rate 
(based on prime 
rate of 8.00%)* 





Group of 55 banks 
with First National 
Bank of Akron, as 
Agent 


$50,000,000 


The Chase Manhat- 
tan Bank, N.A. 


20,000,000 


Citibank, N.A. 20,000,000 


Irving Trust Com- 
pany 

Morgan Guaranty 
Trust Company 


12,000,000 


12,000,000 


National City Bank, 
Cleveland, Ohio 


Central National 
Bank of Cleveland 


10,000,000 
2,000,000 


Society National 2,000,000 


Prime 


110% of 
Prime 


Prime 


110% of 


None 8.39% 
(treating normal 
working balance as 


compensating balances) 


Greater of 10% of 8.89% 


Line or 20% of Bor- 
rowings 


Greater of 10% of 
Line or 20% of Bor- 
rowings 


10% of Line plus 
10% of Borrowings 


Greater of 10% of 
Line or 20% of Bor- 
rowings 


10% of Line 


10% of Line 


10% of Line 


Prime 





$143,000,000 








*Assumes 1 utilization of credit line 
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Weighted Average 
Effective Cost 





In addition, Ohio Edison has arrangements with the 
trust departments of various banks relating to so-called 
master notes, which are notes issued and sold by Ohio 
Edison, in denominations of not less than $1,000 and 
sold to trust departments and repayments made by 
Ohio Edison with respect thereto are entered on a 
single note as they occur, without the need for 
issuance of a new note or cancellation of an existing 
note each time a loan or repayment is made. Ohio 
Edison has the right to repay at any time, without 
penalty, all or any part of the principal amount of each 
note then outstanding. The issuance and sale of these 
“master notes” was authorized by order dated 
December 16, 1975 (HCAR No. 19298). 


Trust Department 





Amount 


Ohio Edison and Penn Power propose to use any 
proceeds received in connection with short-term bor- 
rowings for the acquisition of property and the 
construction, completion, extension renewal or 
improvement of their respective treasuries for 
expenditures made for such purposes. 


The record is incomplete with respect to the fees and 
expenses to be incurred in connection with the 
proposed transactions. The Pennsylvania Public 
Utilities Commission has authorized the short-term 
borrowing authorization of Penn Power. No other state 
commission and no federal commission, other than 
this Commission, has jurisdiction over the proposed 


Interest Rate* 





Cleveland Trust Company 


First National Bank of Akron 


Akron National Bank Trust 
Company 


$10,000,000 





Highest rate of General Motors 
Acceptance Corporation com- 
mercial paper with maturity from 
30 to, and including, 180 days 
plus 1/8%. 


Ford Motor Credit Company 180 
days commercial paper rate. 


General Motors, Acceptance Cor- 
poration 180 day commercial 
paper, plus 1/8%. 


“The rates noted would be converted to the annual simple interest equivalent since they are quoted 
on a discount basis. The interest payable by Ohio Edison on outstanding loans would change 
from time to time based on changes in the commercial paper rates specified. 


Penn Power’s lines of credit at July 1, 1978, will be as follows: 
Effective rate 


(based on prime 
rate of 8.00%) 


Amount of 
Line 


Interest 
Balances 


Compensating 


Bank Balances 








Group of 9 banks $11,000,000 8.42% 
(treating normal 
working balance as 
compensating bal- 


ances) 


Prime None 


Citibank, N.A. 4,500,000 10% of Line 8.89% 


Citibank, N.A. 4,500,000 None 8.72% 





$20,000,000 Weighted Average 


Effective Rate 


8.59% 








“Taking into account a fee in lieu of compensating balances equal to 9% of the prime rate times the line 
of credit. 
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short-term borrowing authorization. Both the Pennsyl- 
vania Public Utilities Commission and the Ohio Public 
Utilities Commission have jurisdiction over the 
proposed guarantees of the Series C Notes and Series 
C Bonds. 


Due notice of the filing of said post-effective amend- 
ments to the application-declaration has been given in 
the manner prescribed in Rule 23 promulgated under 
the Act (HCAR No. 20557), and no hearing has been 
requested of or ordered by the Commission. Upon the 
basis of the facts in the record, it is hereby found that 
the applicable standards of the Act and the rules 
thereunder are satisfied and that no adverse findings 
are necessary; and that it is appropriate in the public 
interest and in the interest of investors and consumers 
that said application-declaration, as amended, be 
granted and permitted to become effective in part: 


IT IS ORDERED, pursuant to the applicable provisions 
of the Act and the rules thereunder that Ohio Edison 
and Penn Power be, and they hereby are, authorized 
effective forthwith to make short-term borrowings 
and/or guarantee short-term borrowings of Quarto, 
through June 30, 1979, in amounts up to $137,000,000 
and $20,000,000, respectively, subject to the terms and 
conditions prescribed in Rule 24 promulgated under 
the Act, except that reports thereunder shall be filed 
quarterly. 


IT IS FURTHER ORDERED that jurisdiction be, and it 
hereby is, reserved with respect to any additional 
amounts of short-term borrowing authorization by 
either Ohio Edison or Penn Power pending a showing 
of further need. 


IT IS FURTHER ORDERED that jurisdiction be, and it 
hereby is, reserved with respect to the fees and 
expensed to be incurred in connection with the 
proposed transactions and with respect to the 
proposed guarantees of the Series C Bonds and Series 
C Notes. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. . 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20610/June 30, 1978 


In the Matter of 
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APPALACHIAN POWER COMPANY 
Roanoke, Virginia 


(70-6171) 


ORDER AUTHORIZING AGREEMENT CONCERNING 
THE FINANCING OF POLLUTION CONTROL FACIL- 
ITIES 


Appalachian Power Company (“Appalachian”), an 
electric utility subsidiary company of American 
Electric Power Company, Inc., a registered holding 
company, has filed with this Commission an applica- 
tion-declaration and amendments thereto pursuant to 
Sections 9(a), 10 and 12(d) of the Public Utility Holding 
Company Act of 1935 (“Act”) and Rule 44(b)(3) 
promulgated thereunder concerning the following pro- 
posed transactions. 


Appalachian states that in order to comply with federal 
and West Virginia environmental control requirements 
with respect to air and water quality it has under 
construction certain air and water pollution abatement 
or control and related facilities (“Facilities”) at Units 1 
and 3 of the Philip Sporn Plant (which units are owned 
and operated by Appalachian) and at its Mountaineer 
Plant, all of which are located in Mason County, West 
Virginia (collectively referred to hereinafter as 
“Projects”). It is estimated that the Projects will cost 
approximately $120,000,000. By resolutions adopted 
on June 17, 1974, and October 12, 1976, Mason 
County, West Virginia (“County”) determined that it 
would authorize and issue one or more series of its 
pollution control revenue bonds (“Revenue Bonds’), in 
a maximum amount of $80,000,000 with respect to the 
Mountaineer portion of the Projects and a maximum 
amount of $40,000,000 with respect to the Sporn 
portion of the Projects, to finance the acquisition, 
construction and installation of the Projects. 


Appalachian proposes to enter into an agreement of 
sale (“Agreement”) with the County whereby the 
County will construct and install the facilities 
comprising the Projects. To finance the Projects, the 
County will issue Bonds in an initial principal amount 
of $40,000,000 (“Series A Bonds”) and additional 
Revenue Bonds in principal amounts presently 
estimated not to exceed $80,000,000, sufficient to 
cover construction cost of the Projects. The proceeds 
from the sale of the Series A Bonds will be deposited 
by the County with a bank or trust company as trustee 
(“Trustee”) under an indenture to be entered into 
between the County and the Trustee (the “Indenture”) 
pursuant to which the Series A Bonds are to be issued 
and secured. Such proceeds will be applied to payment 
of the cost of construction of the Projects. The 
Agreement will also provide for the sale of the Projects 
to Appalachian, the payment by Appalachian of the 
purchase price in semi-annual installments over a term 





of years, and the assignment and pledge to the Trustee 
of the County’s interest in, and of the monies 
receivable by the County under, the Agreement. 


The Agreement will provide that each installment of the 
purchase price for the Projects payable by Appalachian 
will be in such an amount (together with other monies 
held by the Trustee under the Indenture for that 
purpose) as will enable the County to pay, when due, 
(i) the interest on the Series A Bonds, any additional 
Bonds and any refunding Bonds, (ii) the principal 
amount of the Series A Bonds, any additional Bonds 
and any refunding Bonds payable at the time of their 
respective stated maturities and (iii) amounts, 
including any accrued interest, payable in connection 
with any mandatory redemption of the Series A Bonds, 
any additional Bonds or any refunding Bonds. The 
Agreement will also obligate Appalachian to pay the 
fees and charges of the Trustee, as well as certain 
administrative expenses of the County. The Agreement 
will further provide that Appalachian may prepay the 
purchase price of the Projects in whole (i) upon the 
occurrence of certain events by paying amounts 
sufficient to redeem all Bonds then outstanding, the 
fees and expenses of the Trustee, and all other 
amounts payable under the Indenture, or (ii) at any 
time by depositing monies in the Bond Fund (as 
defined in the Indenture) or delivering to the Trustee 
governmental obligations sufficient in either case to 
provide for the release of the Indenture in accordance 
with its terms. Upon prepayment of the entire purchase 
price of the Projects, Appalachian may terminate the 
Agreement. Appalachian may also prepay the purchase 
price in part, such payments to be paid to the Trustee 
for deposit in the Bond Fund, credited against the 
purchase price, and used for the redemption of 
outstanding Bonds in the manner and to the extent the 
outstanding Bonds are redeemable or subject to 
purchase as provided in the Indenture. 


Appalachian proposes to convey the Facilities at the 
Sporn and Mountaineer Plants, to the extent that they 
have already been constructed and are in place at the 
plant sites (the “Existing Facilities”), subject to its 
first mortgage lien, to the county, and Appalachian will 
be entitled under the Agreement to be reimbursed from 
the proceeds of the Bonds for its costs of construction. 
The Existing Facilities will thereupon become part of 
the Projects which Appalachian will purchase from the 
County as provided in the Agreement. The amounts to 
be received by Appalachian in reimbursement of its 
cost of construction are expected to be applied to the 
payment of unsecured short-term indebtedness and for 
construction. Appalachian’s short-term debt was 
$102,380,000 as of May 17, 1978, and is expected to be 
not less than $125,000,000 at the time of issuance and 
sale of the Series A Bonds. Appalachian’s construction 
program for 1978 is estimated at $360,000,000. 


It is contemplated that the Series A Bonds will be sold 
by the County pursuant to arrangements with a group 
of underwriters represented by Goldman, Sachs & Co. 
The Series A Bonds will bear interest at the rate of 
7-3/4% per annum, will be initially offered to the 
public at 100% and will be sold to the underwriters at 
98% of their principal face amount (resulting in an 
effective interest cost of 7.90%). Although 
Appalachian will not be a party to the underwriting 
arrangements for the Series A Bonds, Appalachian will 
not enter into the Agreement unless the terms of the 
Series A Bonds and their sale by the County are 
satisfactory to it. 


Appalachian has been advised that the annual interest 
rates on obligations, the interest on which is tax 
exempt, historically have been and can be expected at 
the time of issue of the Series A Bonds to be 1-1/2% to 
2-1/2% lower than the rates on obligations of like tenor 
and comparable quality, the interest on which is fully 
subject to federal income tax. 


The Series A Bonds will be dated as of July 1, 1978, will 
bear interest semiannually and will mature July 1, 
2008. The Series A Bonds will not be redeemable at the 
option of the County within 10 years from their issue 
date except under certain circumstances. Series A 
Bonds will be subject to mandatory redemption under 
the circumstances and terms specified in the 
Indenture. 


The fees and expenses to be incurred in connection 
with the proposed transactions are estimated at 
$52,000, including legal fees of $30,000. The Virginia 
State Corporation Commission and the West Virginia 
Public Service Commission have authorized the 
proposed transactions. No other state commission and 
no federal commission, other than this Commission, 
has jurisdiction over the proposed transactions. 


Due notice of the filing of said application-declaration 
has been given in the manner prescribed in Rule 23 
promulgated under the Act (HCAR No. 20567), and no 
hearing has been requested or or ordered by the 
Commission. Upon the basis of the facts in the record, 
it is hereby found that the applicable standards of the 
Act and the rules thereunder are satisfied and that no 
adverse findings are necessary; and that it is 
appropriate in the public interest and in the interest of 
investors and consumers that said application- 
declaration, as amended, be granted and permitted to 
become effective: 


IT IS ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder, that said application- 
declaration, as amended, be, and it hereby is, granted 
and permitted to become effective forthwith, subject to 
the terms and conditions prescribed in Rule 24 
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promulgated under the Act and subject further to the 
reservation of jurisdiction ordered below. 


IT IS FURTHER ORDERED that jurisdiction be, and it 
hereby is, reserved with respect to the terms of sale of 
the Projects as those terms are affected by the 
issuance and sale of additional Bonds under the 
Agreement. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20611/June 30, 1978 


In the Matter of 


CEDAR COAL COMPANY 
Charleston, West Virginia 


(70-5954) 


SUPPLEMENTAL ORDER FURTHER EXTENDING 
BANK BORROWING BY SUBSIDIARY COAL COM- 
PANY 


Cedar Coal Company (“Cedar”), a coal company sub- 
sidiary of Appalachian Power Company (‘‘Ap- 
palachian”), an electric utility subsidiary of American 
Electric Power Company, Inc., a registered holding 
company, has filed an eighth post-effective amend- 
ment to a declaration previously filed with this 
Commission pursuant to Sections 6 and 7 of the Public 
Utility Holding Company Act of 1935 (“Act”) regarding 
the following proposed transaction. 


Cedar is engaged in the mining, delivery and sale of 
coal to Appalachian. Cedar does not own coal 
properties, but Cedar holds leases on approximately 
24,931 acres of land in West Virginia estimated to 
contain 76 million tons of recoverable coal. Cedar’s 
current mining capacity is stated to be 2 million tons of 
coal per year. 


It is planned to expand the mining capacity of Cedar to 
approximately 4 million tons per year by 1979 at a cost 
of approximately $50,000,000. The bulk of Cedar’s coal 
production is expected to be used by the John E. Amos 
plant (owned jointly by Appalachian and its affiliate, 
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Ohio Power Company). Expansion plans for Cedar in- 
clude the development of a 1,000 ton per hour coal 
preparation plant, coal handling facilities and railroad 
loadout, all presently under construction (the “White 
Oak preparation plant”). The cost of the White Oak pre- 
paration plant is currently estimated to be 
approximately $20,000,000. 


By prior order in this proceeding, Cedar was authorized 
to borrow up to $18,000,000 to finance the White Oak 
preparation plant (HCAR No. 20017, May 3, 1977). 
Pursuant to that authorization, Cedar entered into a 
Credit Agreement (“agreement”) with Irving Trust 
Company (“Irving Trust”) which permitted Cedar to 
borrow an aggregate principal amount not to exceed 
$18,000,000 outstanding at any one time. The bor- 
rowings are evidenced by a note (“note”) issued by 
Cedar to Irving Trust bearing interest at a rate not 
greater than the prime rate in effect at Irving Trust from 
time to time. Compensating balances are required in 
the amount of 10% of the amount of the bank line 
made available by Irving Trust, together with additional 
compensating balances in the amount of 10% of the 
amount of any borrowings. Borrowings on the note are 
due and payable in installments, with 50% of the out- 
standing balance of the borrowings being originally 
payable on November 30, 1977, and the remainder 
being originally payable on December 30, 1977. 


Borrowings pursuant to the agreement were made in 
contemplation of a sale-leaseback transaction 
involving the White Oak preparation plant (said trans- 
action to be the subject of a further application to this 
Commission). It was proposed to retire the borrowings 
from Irving Trust under the agreement with the 
proceeds of the sale and leaseback transaction. Cedar 
and Appalachian have applied to the Commission for 
authorization of the sale and leaseback of the White 
Oak preparation plant, with notice of the sale and 
leaseback transaction issuing on November 18, 1977 
(HCAR No. 20262 in File No. 70-6087). The sale- 
leaseback has not as yet been consummated. 


By prior supplemental orders in the instant proceeding 
(HCAR Nos. 20279, 20359, 20399, 20424, 20477, 20520, 
and 20571, November 30, December 30, 1977, January 
30, February 28, March 31, April 27, and June 1, 1978), 
the installment payment dates specified in the 
agreement were extended from November 30, and 
December 30, 1977 to June 30, and July 31, 1978, 
respectively. Said extensions were necessary due to 
delays in consummating the sale-leaseback. It is now 
proposed that as consummation will require additional 
time, the installment payment dates as previously 
extended, be further extended to July 31, and August 
31, 1978, respectively. 


No state or federal commission, other than this 
Commission, has jurisdiction over the proposed trans- 





action. No fees nor expenses are to be incurred in 
connection with the proposed transaction. 


Upon the basis of the facts in the record, it is hereby 
found that the applicable standards of the Act and the 
rules thereunder are satisfied and that no adverse 
findings are necessary; and that it is appropriate in the 
public interest and in the interest of investors and 
consumers that said declaration, as amended by said 
post-effective amendment, be permitted to become 
effective: 


IT IS ORDERED, pursuant to the applicable provision 
of the Act and rules thereunder, that said declaration, 
as amended by said post-effective amendment, be, and 
it hereby is, permitted to become effective forthwith, 
subject to the terms and conditions prescribed in Rule 
24 promulgated under the Act. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20612/June 30, 1978 


In the Matter of 


LOWELL GAS COMPANY 
Lowell, Massachusetts 


CAPE COD GAS COMPANY 
Hyannis, Massachusetts 


(70-6170) 
ORDER AUTHORIZING SHORT-TERM FINANCING 


Lowell Gas Company (“Lowell”) and Cape Cod Gas 
Company (“Cape Cod”), public utility subsidiaries of 
Colonial Gas Energy System (“Colonial”), a registered 
holding company, have filed a joint declaration and 
amendments thereto seeking authorization to extend 
until June 30, 1980, their respective revolving line of 
bank credit agreements. They designate Sections 6.and 
7 of the Public Utility Holding Company Act of 1935 
(“Act”) and Rule 50(a)(2) promulgated thereunder as 
applicable to the proposed transactions. 


On October 7, 1977, Colonial filed an application for 
exemption under Section 3(a)(1) of the Act. (File No. 


31-763). Its application for exemption is pending at this 
time. Pursuant to a Stipulation in that proceeding 
dated January 26, 1978, entered into by Colonial and 
the Division of Corporate Regulation, Colonial has 
registered as a public utility holding company under 
Section 5(a) for the limited purpose of complying with 
the provisions of Sections 6, 7 and 12(b) of the Act. 


Lowell and Cape Code each have revolving lines of 
credit pursuant to separate credit agreements (collec- 
tively, the “Credit Agreements”) dated January 1, 1976, 
as amended, with Chase Manhattan Bank (N.A.), 
Union National Bank, Shawmut Bank of Boston, N.A., 
State Street Bank and Trust Company, and BayBank 
Middlesex, N.A. Under the Credit Agreements, the 
maximum principal amounts of loans which may be 
outstanding at any one time shall not exceed 
$11,800,000 in the case of Lowell and $7,250,000 in the 
case of Cape Cod. They have borrowed the full amount 
authorized, which loans mature June 30, 1978. Lowell 
also owes $1,750,000 of the same maturity under a 
$3,500,000 supplement to its bank credit agreement. 
Lowell and Cape Cod propose to repay $1,750,000 and 
$250,000, respectively, on June 30, 1978. 


Lowell and Cape Cod propose to amend the Credit 
Agreements to extend their term to June 30, 1980, and 
to provide for loans in the maximum aggregate 
principal amount of $11,800,000 for Lowell and 
$7,000,000 for Cape Cod. The maximum aggregate 
principal amounts of loans which may be outstanding 
at any one time from each bank to Lowell and Cape Cod 
are as follows: 


Table appears on following page 


The working capital requirements of Lowell and Cape 
Cod include a seasonal factor due to the financing of 
gas inventory in months when demand is low and to 
the repayment of the indebtedness during the course of 
the winter heating season as the gas is sold. The cost 
of the borrowings would be: The sum of (a) a variable 
charge of 1/4 of a percent per annum plus 1/8 of the 
Chase Manhattan Bank’s prime rate from time to time 
on the total commitment; plus (b) 1/2 of a percent per 
annum of the unborrowed funds, and (c) 3/4 of a 
percent above 112-1/2% of the Chase Manhattan 
Bank’s prime rate from time to time. Based upon an 
8-1/2% prime interest rate and full utilization of the 
line, these fees are estimated to result in an effective 
cost of borrowing of 13-1/2% per annum. No 
compensating balances are required. 


The notes to be issued to these banks from time to 
time to evidence such loans will each be dated as of the 
date of issue, and mature not later than one year from 
date of issue or June 30, 1980, whichever is earlier. The 
loans may be prepaid, in whole or in part, in multiples 
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Bank 


Chase Manhattan Bank, N.A. 
Union National Bank 
Shawmut Bank of Boston, N.A. 


State Street Bank and Trust 
Company 
BayBank Middlesex, N.A. 


Lowell 


$ 5,144,800 
991,200 
2,277,400 


2,183,000 


Cape Cod 


$2,464,000 
1,351,000 
1,351,000 


868,000 


1,203,600 966,000 





$11,800,000 





-$7,000,000 











of $100,000, at the option of the companies, without 
premium or penalty. 


: 

Colonial anticipates equity financing which will permit 
it to make capital contributions to Lowell and Cape 
Cod thus permitting these two companies to sell 
long-term bonds. It is contemplated that proceeds of 
such financings will be used to repay a portion of the 
proposed short-term indebtedness. The notes of each 
issuer evidencing short-term indebtedness will be 
secured by security interests in accounts receivable, 
inventory and certain related intangibles of the 
borrower. It is contemplated that the lending banks will 
release their security interests when Colonial makes 
capital contributions to Lowell and Cape Cod, which is 
expected to occur simultaneously with Colonial’s 
issuance of equity securities. 


The amended Credit Agreements also provide for 
relaxations on the restriction on construction expendi- 
tures upon the sale of common stock by the companies 
and further relaxations upon the sale of first mortgage 
bonds for cash. Restrictions on the payment of cash 
dividends on the common stock of Lowell and Cape 
Cod have also been relaxed by allowing them to pay 
such dividends to the extend that such cash dividends 
declared or paid since January 1, 1975, do not in the 
aggregate exceed the net amount of the company for 
the period subsequent to said date, less dividends paid 
on the company’s preferred stock during said period, 
plus $485,000 in the case of Lowell (up from $425,000 
in the pre-amendment Credit Agreement) and $265,000 
in the case of Cape Cod (up from $225,000 in the pre- 
amendment Credit Agreement). Finally, the amended 
Credit Agreements have eliminated a provision in the 
credit agreements which reduced the commitments of 
the banks to make loans thereunder by the amount of 
net proceeds derived from the sale of any equity secu- 
rities, first mortgage bonds or other debt. 


It is stated that no state or federal commission, other 
than this Commission, has jurisdiction over the 
proposed transactions. The fees and expenses incurred 
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or to be incurred in connection with the proposed 
transactions are estimated to be approximately $5,500, 
including legal fees estimated at $3,500. 


Due notice of the filing of said joint-declaration, as 
amended, has been given in the manner prescribed in 
Rule 23 promulgated under the Act (HCAR No. 20575), 
and no hearing has been requested of or ordered by the 
Commission. Upon the basis of the facts in the record, 
it is hereby found that the applicable standards of the 
Act and the rules thereunder are satisfied, and that no 
adverse findings are necessary; and that it is 
appropriate in the public interest and in the interest of 
investors and consumers that the joint-declaration, as 
amended, be permitted to become effective: 


IT IS ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder, that said joint- 
declaration, aS amenucd, be, and it hereby is, 
permitted to become effective forthwith, subject to the 
terms and conditions prescribed in Rule 24 
promulgated under the Act. 


For the Commission by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20613/June 30, 1978 


In the Matter of 


THE COLUMBIA GAS SYSTEM, INC. 





COLUMBIA GAS SYSTEM SERVICE CORPORATION 
20 Montchanin Road 
Wilmington, Delaware 19807 


(70-6136) 


NOTICE OF PROPOSED INCREASE IN RETURN ON 
CAPITAL STOCK OF SUBSIDIARY 


NOTICE IS HEREBY GIVEN that the Columbia Gas 
System, Inc. (“Columbia”), a registered holding 
company, and Columbia Gas System Service Corpo- 
ration (“Service”), its wholly owned subsidiary, have 
filed with this Commission a _ post-effective 
amendment to the joint declaration in this proceeding 
pursuant to the Public Utility Holding Company Act of 
1935 (“Act”), designating Section 13 of the Act and 
Rules 90 and 91 promulgated thereunder as applicable 
to the following proposed transactions. All interested 
persons are referred to the said declaration, which is 
summarized below, for a complete statement of the 
proposed transaction. 


Service provides accounting, auditing, rate, stationery, 
insurance, depreciation, research, tax, environmental, 
financial, legal, statistical, electronic data processing 
and general advisory services to the affiliated operating 
company subsidiaries of Columbia. Subsidiaries of 
Columbia are billed by service on a monthly basis to 
cover its operating costs and a return on invested 
capital for services requested. Service proposes to 
increase the compensation allowed on its capital stock 
owned by Columbia in order to adjust for increases in 
costs of capital that have occurred since 1976, which 
were the costs upon which the current compensation 
was based. 


By order dated April 28, 1978 (HCAR No. 20524), this 
Commission authorized an increase in the return which 
Service is permitted to charge the other subsidiaries of 
Columbia and Columbia for services provided by 
Service. The return which was authorized in that order 
was based upon an overall rate of return of 9.49% 
authorized by the Federal Energy Regulatory 
Commission (“FERC”) in its order of September 13, 
1976. Our order of April 28, 1978, stated that the 9.49% 
overall rate of return would remain in effect until a new 
rate of return was authorized by FERC. 


By order dated March 16, 1978, FERC approved a 
settlement agreement in FERC Docket Nos. RP76-94, 
RP76-95, RP76-138 and RP-106 in which settlement, 
costs of service were based upon an overall rate of 
return of 9.94%. : 


Declarants seek authorization in the present post- 
effective amendment to increase the return Service is 
permitted to charge the other subsidiaries of Columbia 


and Columbia for services provided by Service. 
Declarants propose such increased return be based 
upon the 9.94% overall rate of return authorized by 
FERC in its order of March 16, 1978. The proposed 
return would remain in effect until such time as a new 
rate of return is authorized by FERC. 


Cost of debt capital to Columbia has ranged from 7% 
on debentures issued in 1968 to 10-1/8% on 
debentures issued in 1975, and the most recent issue 
of debentures in 1976 reflects an interest rate of 
9-1/8%. It is estimated that a new issue of debentures 
of Columbia at the present time would carry an interest 
rate of approximately 9-1/2%. It is stated that with 
current long-term interest rates on long-term debt of 
Columbia at a 9-1/2% level, it is not unreasonable that 
the cost of equity capital, which capital has a junior 
position in the capital structure and therefore bears 
greater financial risk than does senior capital, should 
be approximately 13.5%. 


Since 80% of the investment in regulated subsidiaries 
is in transmission subsidiaries, it is proposed that the 
compensation on capital stock allowed Service be 
based on the 9.94% overall rate of return authorized by 
FERC in its order of March 16, 1978. The 9.94% overall 
rate of return allowed by the FERC to transmission 
subsidiaries of Columbia reflected both equity and 
debt costs. Applying the 9.94% overall rate of return to 
the total capitalization of Service at December 31, 1977, 
results in a total return allowance of $1,463,642 and 
subtracting the 1977 interest costs of $382,083 results 
in an allowance for equity of $1,081,559 or a return of 
12.9% on present equity outstanding. With reference 
to Rule 91 under the Act, it is stated that Service 
believes such compensation to be reasonable. It is 
further stated that Service charges to associated would 
increase by approximately $1,100,000 annually. 


Service further proposes to limit its capital stock to 
$8,400,000, the amount presently outstanding, 
representing 84,000 shares of common stock at a par 
value of $100 per share. No additional shares of capital 
stock are presently authorized. 


It is stated that additional long-term financing of 
Service will be provided through the issuance of 
installment promissory notes, at least until the capital 
structure of Service has substantially the same ratio of 
long-term debt capital to equity capital as does the 
consolidated capital structure of Columbia and its 
subsidiaries. 


It is stated that no state commission and no federal 
commission, other than this Commission, has 
jurisdiction over the proposed transaction. It is stated 
that the fees and expenses to be incurred in connection 
with the proposed transaction are estimated to be 
approximately $1,000. 
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NOTICE IS FURTHER GIVEN that any interested 
person may, not later than July 24, 1978, request in 
writing that a hearing be held on such matter, stating 
the nature of his interest, the reasons for such request, 
and the issues of fact or law raised by said post- 
effective amendment to the declaration which he 
desires to controvert; or he may request that he be 
notified if the Commission should order a hearing in 
respect thereof. Any such request should be 
addressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of such 
request should be served personally or by mail upon 
the declarants at the above-stated address, and proof 
of service (by affidavit or, in case of an attorney at law, 
by certificate) should be filed with the request. At any 
time after said date, the declaration as amended by 
said post-effective amendment or as it may be further 
amended, may be permitted to become effective as 
provided in Rule 23 of the General Rules and Regula- 
tions promulgated under the Act, or the Commission 
may grant exemption from such rules as provided in 
Rules 20(a) and 100 thereof or take such other action as 
it may deem appropriate. Persons who request a 
hearing or advice as to whether a hearing is ordered will 
receive any notices and orders issued in this matter, 
including the date of the hearing (if ordered) and any 
postponements thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20614/July 3, 1978 


In the Matter of 


LOUISIANA POWER & LIGHT COMPANY 
New Orleans, Louisiana 


(70-6169) 


ORDER AUTHORIZING ISSUANCE AND SALE OF 
FIRST MORTGAGE BONDS AT COMPETITIVE 
BIDDING 


Louisiana Power & Light Company (“Louisiana”), an 
electric utility subsidiary of Middle South Utilities, 
Inc., a registered holding company, has filed a 
declaration and amendments thereto with this 
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Commission pursuant to the Public Utility Holding 
Company Act of 1935 (“Act”), designating Sections 6(a) 
and 7 of the Act and Rule 50 promulgated thereunder as 
applicable to the proposed transaction. 


Louisiana proposes to issue and sell at competitive 
bidding up to $60,000,000 principal amount of its First 
Mortgage Bonds of a new series having a term of not 
less than five nor more than 30 years. Louisiana will 
determine and give notice of, the maturity date of the 
bonds not later than 11:00 a.m. on the third business 
day preceeding the day fixed for the presentation of 
bids. The interest rate of the bonds and the price, 
exclusive of accrued interest, to be paid to Louisiana 
for the bonds will be not less than 98% nor more than 
101-3/4% of the principal amount thereof, and will be 
determined by competitive bidding. The bonds will be 
issued under the Mortgage and Deed of Trust, dated as 
of April 1, 1944, between Louisiana and The Chase 
Manhattan Bank (N.A.), as trustee, as heretofore 
supplemented by various indentures and as it is to be 
further supplemented by a twenty-fifth supplemental 
indenture to be dated the first day of the calendar 
month in which the bonds are issued. The bonds will 
be redeemable, at the option of Louisiana, in whole or 
in part at any time prior to maturity. The supplemental 
indenture will include a prohibition, for a period of not 
more than five years, against refunding the bonds 
directly or indirectly, with funds borrowed at a lower 
effective interest cost. 


Louisiana will use the net proceeds derived from the 
sale of the bonds to pay, in part, short-term borrowings 
estimated to total $75,000,000 at the time the proceeds 
are received, to finance, in- part, Louisiana’s 
construction program, and for other corporate 
purposes. 


It is stated that no state commission and no federal 
commission, other than this Commission, has 
jurisdiction over the proposed transaction. 


Due notice of the filing of said declaration has been 
given in the manner prescribed in Rule 23 promulgated 
under the Act (HCAR No. 20586), and no hearing has 
been requested of or ordered by the Commission. Upon 
the basis of the facts in the record, it is hereby found 
that the applicable standards of the Act and the rules 
thereunder are satisfied and that no adverse findings 
are necessary; and that is appropriate in the public 
interest and in the interest of investors and consumers 
that said declaration, as amended, be permitted to 
become effective: 


IT IS ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder, that said declaration, 
as amended, be, and it hereby is, permitted to become 
effective forthwith, subject to the terms.and conditions 





prescribed in Rules 24 and 50 promulgated under the 
Act. 


For the Commission, by the Division of Corporate 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20615/July 6, 1978 


SEE 


SECURITIES ACT OF 1933 
Release No. 5942/July 6, 1978 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20616/July 6, 1978 


SEE 


SECURITIES ACT OF 1933 
Release No. 5943/July 6, 1978 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20617 /July 6, 1978 


In the Matter of 


OHIO EDISON COMPANY 
Akron, Ohio 


(70-6173) 
ORDER AUTHORIZING ACQUISITION OF EVIDENCES 


OF INDEBTEDNESS FROM RESIDENTIAL ELECTRIC 
CUSTOMERS PURSUANT TO INSULATION PROGRAM 


Ohio Edison Company (“Ohio Edison”), an electric 
utility company and a registered holding company, has 
filed with this Commission an application and an 
amendment thereto pursuant to Sections 9(a) and 10 of 
the Public Utility Holding Company Act of 1935 (“Act”) 
and Rule 40 promulgated thereunder regarding the 
following proposed transaction. 


Pursuant to a state law (“Statute”) which became 
effective November 29, 1977, electric utilities in the 
State of Ohio (except for certain small utilities) are 
required under certain circumstances to provide loans 
through November 29, 1981, to their residential home 
heating customers for the purpose of paying expenses 
connected with the insulation of residential dwellings. 
The circumstances requiring a utility to make a loan 
involve the inability of the customer to obtain financing 
from other sources. Under the statute a utility need not 
make a loan to a person who does not satisfy specific 
credit requirements that have been predetermined by 
the utility. 


The Statute provides that a loan may not exceed $750, 
may not bear interest at a rate in excess of an actuarial 
annual percentage rate equal to 4% in excess of the 
discount rate on 90-day commercial paper in effect at 
the Federal Reserve Bank in the Fourth Federal Reserve 
District at the time the loan is executed, is to be repaid 
in equal monthly installments and is not to extend for 
more than 60 months. The Statute further provides that 
the rate of interest charged shall be adjusted at the end 
of the first year of the loan program so that the 
revenues from interest charged will equal the costs of 
administering the loan program. If interest revenues 
derived from a loan program exceed its administrative 
costs in any year, such excess must be returned 
proportionately to customers who had loans out- 
standing during that year. Any administrative costs in 
excess of interest revenues must be absorbed by the 
utility and cannot be charged to operating costs. Any 
loan losses under the program, however, will be treated 
as costs of rendering service for rate making 
purposees. 


Ohio Edison seeks authorization to acquire the 
promissory notes of its residential home heating 
customers under its program under the Statute, in an 
amount of $37,500, through July 15, 1979. Authority to 
continue its program after that date and/or authority to 
increase said amount will be sought by post-effective 
amendment. 


The fees and expenses to be incurred in connection 
with the proposed transaction through July 15, 1979, 
are estimated at $33,370 including administrative costs 
of $28,870 and legal fees of $1,500. The Public Utilities 
Commission of Ohio has supervisory jurisdiction over 
the loan program and the Federal Trade Commission 
has jurisdiction over disclosures required to be made 
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by the Truth in Lending Act in connection with any 
loans to be made under the loan program. No other 
state commission and no other federal commission, 
other than this Commission, has jurisdiction over the 
proposed transaction. 


Due notice of the filing of said application has been 
given in the manner prescribed in Rule 23 promulgated 
under the Act (HCAR No. 20574), and no hearing has 
been requested of ordered by the Commission. Upon 
the basis of the facts in the record, it is hereby found 
that the applicable standards of the Act and the rules 
thereunder are satisfied and that no adverse findings 
are necessary; and that it is appropriate in the public 
interest and in the interest of investors and consumers 
that said application, as amended, be granted: 


IT IS ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder, that said application, 
as amended, be, and it hereby is, granted forthwith, 
subject to the terms and conditions prescribed in Rule 
24 promulgated under the Act. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20618/July 6, 1978 


In the Matter of 


MIDDLE SUUTH UTILITIES, INC. 
New Orleans, Louisiana 


ARKANSAS POWER & LIGHT COMPANY 
Little Rock, Arkansas 


(70-5999) 


SECOND SUPPLEMENTAL ORDER AUTHORIZING 
ISSUANCE AND SALE OF COMMON STOCK BY 
SUBSIDIARY TO HOLDING COMPANY 


Middle South Utilities, Inc. (“Middle South”), a 
registered holding company, and its electric utility 
subsidiary company, Arkansas Power & Light 
Company (‘‘Arkansas’”), have filed with this 
Commission a second post-effective amendment to the 
application in this proceeding pursuant to Sections 
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6(b), 9(a), and 10 of the Public Utility Holding 
Company Act of 1935 (‘‘Act”) regarding the following 
proposed transaction. 


By orders in this proceeding dated May 16, 1977, and 
February 10, 1978 (HCAR Nos. 20028 and 20411), the 
Commission authorized Arkansas to issue and sell to 
Middle South, and Middle South to acquire from 
Arkansas, from time to time until June 30, 1978, at the 
price of $12.50 per share, or $30,000,000 in the 
aggregate, 2,400,000 presently authorized but 
unissued shares of the common stock or Arkansas, 
$12.50 par value. At the time of the May 16, 1977, order, 
Arkansas had outstanding 29,436,773 shares of 
common stock, $12.50 par value, having an aggregate 
par value on its books of $367,959,662.50, all of which 
shares were owned by Middle South. 


On May 18, 1977, Arkansas issued and sold to Middle 
South 1,200,000 shares of its common stock for a 
purchase price of $15,000,000. Subsequently, 
Arkansas has not issued and sold any additional 
shares of common stock. Arkansas and Middle South 
now believe it is in their best interest that the 
additional 1,200,000 shares of common stock be sold 
and delivered by Arkansas to Middle South from time 
to time through and including June 30, 1979, in incre- 
ments to be determined by Arkansas and Middle 
South. 


The Arkansas Public Service Commission and the 
Tennessee Public Service Commission have authorized 
the issuance and sale of the new common stock by 
Arkansas. No other state commission and no federal 
commission, other than this Commission, has 
jurisdiction over the proposed transaction. 


Due notice of the filing of said post-effective amend- 
ment to the application has been given in the manner 
prescribed in Rule 23 promulgated under the Act 
(HCAR No. 20584), and no hearing has been requested 
of or ordered by the Commission. Upon the basis of the 
facts in the record, it is hereby found that the ap- 
plicable standards of the Act and the rules thereunder 
are satisfied and that no adverse findings are 
necessary; and that it is appropriate in the public 
interest and in the interest of investors and consumers 
that said application, as amended by said 
post-effective amendment, be granted: 


IT IS ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder, that said application, 
as amended by said post-effective amendment, be, and 
it hereby is, granted, effective forthwith, subject to the 
terms and conditions prescribed in Rule 24 
promulgated under the Act. 





For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20619/July 6, 1978 


In the Matter of 


MONONGAHELA POWER COMPANY 
Fairmont, West Virginia 


THE POTOMAC EDISON COMPANY 
Hagerstown, Maryland 


WEST PENN POWER COMPANY 
Greensburg, Pennsylvania 


(70-5657) 


ORDER AUTHORIZING SUBLEASE OF LEASEHOLD 
INTEREST IN RAILROAD CARS BY SUBSIDIARIES 


Monongahela Power Company (“Monongahela”), The 
Potomac Edison Company (“Potomac”), and West 
Penn Power Company (‘West Penn”), electric utility 
subsidiary companies of Allegheny Power System, 
Inc., aregistered holding company, have filed with this 
Commission post-effective amendments to the 
application-declaration in this proceeding pursuant to 
Section 9(a) of the Public Utility Holding Company Act 
of 1935 (“Act”) regarding the following proposed 
transaction. 


Pursuant. to prior authorization in this proceeding 
(HCAR No. 19090), West Penn and Continental Illinois 
National Bank and Trust Company of Chicago entered 
into a certain lease (“Master Lease”) dated March 31, 
1975, for 212 coal cars to be used for transportation of 
low sulfur coal to the Harrison Generating Station at 
Shinnston, West Virginia. The low sulfur coal was to be 
blended to meet then applicable sulfur emission 
standards. West Penn owns a 50% interest in the 
Harrison Station and Monongahela and West Penn 
each own a 25% interest. To ensure, among other 
things, division of leasing costs among the companies 
on the basis of their ownership interest in the Harrison 
Station, Monongahela and Potomac have each 
subleased an individual 25% interest in the cars from 
West Penn. 


Applicants-declarants state that the applicable sulfur 
emission standards for the Harrison Station are in a 
State of transition and that it now appears that 106 coal 
cars (“Gondola Cars”) wili not be required. In order to 
offset the cost of railcars not required to meet their 
needs, Monongahela, Potomac, and West Penn 
(collectively “the Companies”) propose to sublease 
their respective interests in the Gondola Cars pursuant 
to an Agreement of Sublease (“Sublease”) with Sunoco 
Energy Development Company (“Sunedco”). The term 
of the Sublease is until June 17, 1990, the termination 
date of the Master Lease. The Sublease may be 
terminated prior thereto by either party at any time after 
12 months from acceptance of the Gondola Cars by 
Sunedco by giving six months notice. 


The Master Lease is, with some minor exceptions, 
incorporated into the Sublease. Daily rentals, exclusive 
of maintenance, repair and other similar expenses, 
average $8.68 per car for the life of the Master Lease. 
The Master Lease provides for graduated semi-annual 
rental payments comprised of rental charges of ap- 
proximately $4.97 per car per day, $8.03 per car per day 
and $13.04 per car per day for the first 10 semi-annual 
payments, the second 10 semi-annual payments and 
the last 10 semi-annual payments, respectively. It is 
stated that revenues from the Sublease to the extent 
received will be accounted for by West Penn, 
Monongahela and Potmac as a credit to FERC Account 
151, Fuel Stock, in an amount equal to the payments 
under the Master Lease charged this account and will 
be reflected in any West Penn, Monongahela and 
Potomac fuel adjustment clause. Any revenue received 
under the Sublease in excess of payments under the 
Master Lease will be credited to FERC Account 253, 
Other Deferred Credits, and will be credited back to 
said FERC Account 151 when payments under the 
Master Lease exceed revenues from the Sublease or 
otherwise. 


The fees and expenses incurred or to be incurred in 
connection with the transactions proposed in the 
post-effective amendment are estimated not to exceed 
$2,500. The West Virginia Public Service Commission 
has authorized the sublease by Potomac Edison and 
Monongahela of their respective interests in the 
Gondola Cars. No other state commission or federal 
commission, other than this Commission, has juris- 
diction over the propoSed transaction. 


Due notice of the filing of said post-effective amend- 
ments to the application-deciaration has been given in 
the manner prescribed in Rule 23 promulgated under 
the Act (HCAR No. 20560), and no hearing has been 
requested of or ordered by the Commission. Upon the 
basis of the facts in the record, it is hereby found that 
the applicable standards of the Act and the rules 
thereunder are satisfied and that no adverse findings 
are necessary; and that it is appropriate in the public 
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interest and in the interest of investors and consumers 
that said application-declaration, as amended by said 
post-effective amendments, be granted and permitted 
to become effective: 


IT IS ORDER, pursuant to the applicable provisions of: 
the Act and rules thereunder, that said application- 
declaration, as amended, be, and it hereby is, granted 
and permitted to become effective forthwith, subject to 
the terms and conditions prescribed in Rule 24 
promulgated under the Act. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 








TRUST INDENTURE ACT OF 1939 





TRUST INDENTURE ACT OF 1939 
Release No. 509/July 6, 1978 


The Securities and Exchange Commission has issued a 
notice giving interested persons until July 21, 1978 to 
request a hearing on an application by Panhandle 
Eastern Pipe Line Company (“Company”), pursuant to 
Section 310(b)(1)(ii) of the Trust Indenture Act of 1939, 
declaring that the trusteeship of The Chase Manhattan 
Bank (National Association) (“Chase”) under two 
indentures of the Company is not so likely to involve a 
material conflict of interest as to make it necessary to 
disqualify Chase from acting as trustee. 





INVESTMENT COMPANY ACT OF 1940 





INVESTMENT COMPANY ACT OF 1940 
Release No. 10296/ June 29, 1978 


SEE 


SECURITIES ACT OF 1933 
Release No. 5940/ June 29, 1978 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 10297/June 28, 1978 


In the Matter of 


FEDERATED OPTION INCOME FUND, INC. 


FEDERATED HIGH INCOME SECURITIES, INC. 


and 


FEDERATED SECURITIES CORPORATION 
421 Seventh Avenue 
Pittsburgh, Pennsylvania 15219 


(812-4233) 


ORDER PURSUANT TO SECTION 11(a) OF THE ACT 
PERMITTING PROPOSED OFFERS OF EXCHANGE 
AND PURSUANT TO SECTION 6(c) OF THE ACT 
GRANTING EXEMPTION FROM SECTION 22(d) OF 
THE ACT AND RULE 22d-1 THEREUNDER. 


On June 2, 1978, notice was issued (investment 
Company Act Release No. 10263) of an application 
filed on November 23, 1977 and amended on March 7, 
1978, April 12, 1978 and May 16, 1978, by Federated 
Option Income Fund, Inc. (‘‘Option Fund’’), 
Federated High Income Securities, Inc. (‘income 
Fund’’), both of which are registered under the Invest- 
ment Company Act of 1940 (‘‘Act’’) as open-end 
diversified management investment companies, and 
Federated Securities Corporation, requesting an order 
of the Commission: (1) pursuant to Section 11(a) of 
the Act permitting shareholders of the Income Fund 
and Option Fund to exchange their shares on a basis 
other than the relative net asset value of the securities 
to be exchanged and (2) pursuant to Section 6(c) of the 
Act granting an exemption from Section 22(d) of the 
Act and Rule 22d-1 thereunder in connection with such 
exchanges. 


The notice gave interested persons an opportunity to 
request a hearing and stated that an order disposing of 
the application would be issued as of course unless a 
hearing should be ordered. No request for a hearing 
has been filed, and the Commission has not ordered a 
hearing. 


The matter having been considered, it is found that 
the granting of the application is appropriate in the 
public interest and consistent with the protection of in- 





vestors and the purposes fairly intended by the policy 
and provisions of the Act. Accordingly, 


IT iS ORDERED, pursuant to Section 11(a) of the Act, 
that the proposed exchange offers be, and hereby are, 
approved, and 


IT IS FURTHER ORDERED, pursuant to Section 6(c) 
of the Act, that the application for exemption from 
Section 22(d) of the Act and Rule 22d-1 thereunder, to 
the extent requested, be and hereby is, granted, effec- 
tive forthwith. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 10298/ June 29, 1978 


In the Matter of 


NATIONAL GOVERNMENT SECURITIES 
TRUST, FIRST GNMA SERIES AND 
SIMILAR AND SUBSEQUENT SERIES 


clo Thomson McKinnon Securities Inc. 
One New York Plaza 
New York, New York 10004 


(812-4304) 


ORDER PURSUANT TO SECTION 6(c) OF THE ACT 
GRANTING EXEMPTION FROM THE PROVISIONS 
OF SECTION 14(a) OF THE ACT AND RULES 19b-1 
AND 22c-1 UNDER THE ACT. 


On June 6, 1978, a notice was issued (investment 
Company Act Release No. 10270) of an application 
filed on May, 1978, and an amendment thereto on 
.June 6, 1978, by National Government Securities 
Trust, First GNMA Series and Similar and Subsequent 
Series (‘‘Applicant’’), a unit investment trust regis- 
tered under the Investment Company Act of 1940 
(‘‘Act’’), pursuant to Section 6(c) of the Act for an 


order exempting Applicant from the provisions of 
Section 14(a) of the Act and Rules 19b-1 and 22c-1 
under the Act. 


The notice gave interested persons an opportunity to 
request a hearing and stated that an order disposing of 
the application would be issued as of course unless a 
hearing should be ordered. No request for a hearing 
has been filed and the Commission has not ordered a 
hearing. 


The matter has been considered, and it is found that 
the granting of the requested exemptions is 
appropriate in the public interest and consistent with 
the protection of investors and the purposes fairly in- 
tended by the policy and provisions of the Act. Ac- 
cordingly, 


IT IS ORDERED, pursuant to Section 6(c) of the Act, 
that the application for exemption from the provisions 
of Section 14(a) of the Act and Rules 19b-1 and 22c-1 
under the Act, to the extent requested, be, and hereby 
is, granted, effective forthwith. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 10299/ June 29, 1978 


In the Matter of 


PIONEER FUND, INC. 
and 
PIONEERING MANAGEMENT CORPORATION 


60 State Street 
Boston, Massachusetts 02109 


(812-4314) 


NOTICE OF FILING OF APPLICATION PURSUANT 
TO SECTION 17(d) OF THE ACT AND RULE 17d-1 
THEREUNDER FOR AN ORDER PERMITTING 
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PROPOSED TRANSACTIONS AND PURSUANT TO 
SECTION 6(c) OF THE ACT FOR AN ORDER OF 
EXEMPTION FROM RULE 22c-1 THEREUNDER 


NOTICE IS HEREBY GIVEN that Pioneer Fund, Inc. 
(‘‘Ploneer’’) registered under the Investment Com- 
pany Act of 1940 (the ‘‘Act’’) as an open-end, diver- 
sified management investment company, and Pioneer- 
ing Management Corporation (‘‘Pioneering Manage- 
ment’’), a registered investment adviser under the 
investment Advisers Act of 1940 and the investment 
adviser of Pioneer, filed an application on May 17, 
1978, and an amendment thereto on June 23, 1978, re- 
questing an order, (1) pursuant to Section 17(d) of the 
Act and Rule 17d-1 thereunder, permitting Pioneering 
Management to pay for certain expenses of Pioneer in 
connection with a proposed acquisition by Pioneer of 
substantially all the assets of Egret Fund, Inc. 
(‘‘EGRET’’), registered under the Act as an open-end, 
diversified, management investment company, and (2) 
pursuant to Section 6(c) of the Act exempting from 
Rule 22c-1 under the Act the proposed issuance of 
Pioneer shares at a price computed prior to the 
proposed transaction. All interested persons are 
referred to the application on file with the Commission 
for a statement of the representations contained 
therein, which are summarized below. 


Applicants state that the transaction to which the ap- 
plication relates will be effected pursuant to an Agree- 
ment and Plan of Reorganization (the ‘‘Agreement’’) 
between Pioneer and EGRET. Under the Agreement, 
Pioneer, a Massachusetts corporation, will acquire all 
the assets and properties of EGRET, a Massachusetts 
corporation, in exchange for part of Pioneer’s shares 
of voting common stock. Applicants state that shares 
of Pioneer of an aggregate net asset value equal to the 
value of the assets of EGRET acquired are to be issued 
by Pioneer in exchange for such assets of EGRET. The 
values of the assets of EGRET and the shares of 
Pioneer are to be determined in accordance with the 
procedures set forth in their respective articles of 
organization, as amended. Following the exchange of 
EGRET’s assets for Pioneer’s stock, EGRET will dis- 
solve and liquidate. As part of the liquidation distri- 
bution, Applicants represent that EGRET will dis- 
tribute to its shareholders in exchange for their shares 
of EGRET capital stock, the Pioneer shares it receives 
upon the transfer of its assets to Pioneer. Each 
EGRET shareholder will be entitled to receive that 
portion of the Pioneer shares to be received by EGRET 
that the number of EGRET shares owned by each 
shareholder bears to the number of EGRET shares 
outstanding on the closing date, presently contem- 
plated to be July 24, 1978. 


Applicants state that Pioneer wili assume all fees and 
expenses, including legal, accounting, printing, filing 
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and proxy soliciting expenses and portfolio transfer 
taxes, If any, incurred by EGRET in connection with 
the proposed transaction. Pioneer will also assume 
the obligations of EGRET, if any, with respect to 
statutory rights of appraisal. Applicants represent 
that Pioneering Management has agreed to reimburse 
Pioneer in full for any such expenses assumed or 
otherwise incurred by Pioneer in connection with the 
proposed transaction other than (i) brokerage ex- 
penses incurred in selling certain securities acquired 
from EGRET, (ii) annual transfer agent fees of ap- 
proximately $40,000 in respect of new shareholder ac- 
counts and (iil) the costs of defending any action 
brought by a dissenting stockholder and the payment 
of any damages in respect thereof. Pioneering Man- 
agement’s obligation to reimburse Pioneer for all such 
expenses is not subject to any dollar limitation. 
Pioneer will not assume any liabilities of EGRET in 
connection with the subsequent dissolution of EGRET. 


Applicants describe the expenses of EGRET as 
including legal, accounting, printing, mailing and 
proxy soliciting expenses, amounting to approximately 
$65,000. Expenses of Pioneer include legal, account- 
ing, and registration fees amounting to approximately 
$40,000. The application states that if the reorgani- 
zation is not consummated for any reason, Pioneer and 
EGRET shall each bear the expenses relating to the 
Agreement and the transaction contemplated thereby. 
The Applicants represent that Pioneering Manage- 
ment has undertaken to reimburse Pioneer for such 
expenses. 


Applicants state that Pioneer contemplates that it will 
sell a majority of the securities received from EGRET 
and will reinvest the proceeds from such sales in secu- 
rities of issuers already in Pioneer’s portfolio, or in 
new investments. Applicants assert that Pioneer’s 
ratio of net operating expenses to average net assets 
for the year ended December 31, 1977, was 0.74%. 
Pioneer estimates that such ratio would have been 
reduced to approximately 0.73% if the net assets of 
EGRET had been acquired on January 1, 1977 (as- 
suming the average net assets of EGRET for 1977 
would have been unchanged notwithstanding the ac- 
quisition). 


Section 17(d) of the Act, and Rule 17d-1 thereunder, 
taken together, provide, in part, that it is unlawful for 
an affiliated person of a registered investment 
company, acting as principal, to effect any transaction 
in which such investment company is a joint partici- 
pant, without the permission of the Commission. Rule 
17d-1 provides, in part, that in passing upon applica- 
tions for orders granting such permission, the Com- 
mission will consider (1) whether the participation of 
the investment company in such transaction on the 
basis ,proposed is consistent with the provisions, 
policies, and purposes of the Act, and (2) the extent to 





which such participation is on a basis different from or 
less advantageous than that of other participants. 


Section 2(a)(3) of the Act defines affiliated person of 
an investment company to include any investment 
adviser thereof. Accordingly, Applicants have 


requested an order, pursuant to Section 17(d) of the 
Act and Rule 17d-1 thereunder, to the extent 
necessary, to permit the proposed transactions 
between Pioneer and Pioneering Management. 


Applicants assert that to the extent that Pioneer’s 
participation in the transaction is different from that of 
Pioneering Management, Pioneer’s participation is at 
least as advantageous as Pioneering Management. In 
this regard, Applicants claim that while Pioneering 
Management will derive additional management fees 
from the assets acquired from EGRET, Pioneer will be 
relieved of its expenses in connection with the trans- 
action and, further, that consummation of the 
transaction will benefit Pioneer’s shareholders since 
Pioneer will have a greater asset base against which to 
allocate expenses. 


Applicants further state that any additional brokerage 
expenses (estimated not to exceed $30,000) incurred 
by Pioneer in selling approximately one-half of the 
securities which it receives from EGRET will, in 
Pioneer’s opinion be more than offset by brokerage 
commissions saved with respect to securities of 
EGRET retained by Pioneer and by the benefits to be 
derived by Pioneer from EGRET’s realized capital loss 
carryover as of September 30, 1977, and net unrealized 
depreciation and realized capital losses as of March 
31, 1978. They state that under present Federal 
income tax laws, Pioneer would be able to utilize 
approximately $800,000 of the loss carry-over for the 
period as of September 30, 1977, assuming Pioneer 
recognized net capital gains of at least that amount 
before such loss carry-over expired. Since net realized 
capital gains are generally distributed to stockholders 
who must recognize such gains for Federal income tax 
purposes, to the extent that net realized gains are 
offset by such loss carry-over and not so distributed, 
the net asset value of Pioneer would be increased and 
the aggregate taxes paid by Pioneer stockholders on 
capital gains distributions of Pioneer would be reduced 
by an amount which would reflect the individual tax 
brackets of and other losses available to the stock- 
holders. 


Rule 22c-1(a) under the Act permits consummation of 
transactions in the redeemable securities of a 
registered investment company only at a price based 
on the current net asset value of such security which is 
next computed after receipt of an order to purchase 
such security. 


The Agreement between EGRET and Pioneer con- 
templates that the net assets of EGRET and Pioneer 
will be valued at the close of business on the day that 
the EGRET stockholders approve the sale of assets to 
Pioneer and that the closing will take place on the next 
business day. It is presently contemplated that such 
stockholder approval and such closing will occur on 
Friday, July 21, 1978, and Monday, July 24, 1978, 
respectively. Thus, the ‘‘forward pricing’’ require- 
ment of Rule 22c-1 would not be met. 


Pioneer contends that it would be impracticable to 
comply with Rule 22c-1, as the number of Pioneer 
shares to be issued is determined by dividing the net 
asset value per share of Pioneer into the total net 
assets of EGRET. Such computation can be made only 
after the close of business when both portfolios can be 
fully valued. Pioneer further contends that valuation 
of Pioneer’s assets on the business day next preceding 
the closing date would be fair to the stockholders of 
Pioneer and EGRET and would not present any of the 
potential for abuse that Rule 22c-1 is intended to 
avoid. 


Section 6(c) of the Act provides, in part, that the Com- 
mission may, upon application, conditionally or uncon- 
ditionally exempt any person, security, or transaction, 
or any class or classes of persons, securities or 
transactions, from any provisions of the Act or of any 
rule or regulation under the Act, if and to the extent 
such exemption is necessary or appropriate in the 
public interest and consistent with the protection of 
investors and the purposes fairly intended by the 
policy and provisions of the Act. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than July 20, 1978, at 5:30 p.m., 
submit to the Commission in writing a request for a 
hearing on the matter accompanied by a statement as 
to the nature of his interest, the reason for such re- 
quest, and the issues, if any, of fact or law proposed to 
be controverted, or he may request that he be notified 
if the Commission shall order a hearing thereon. Any 
such communication should be addressed: Secretary, 
Securities and Exchange Commission, Washington, 
D.C. 20549. A copy of such request shall be served 
personally or by mail upon Applicants at the address 
stated above. Proof of such service (by affidavit or, in 
case of an attorney-at-law, by certificate) shall be filed 
contemporaneously with the request. As provided by 
Rule 0-5 of the Rules and Regulations promulgated 
under the Act, an order disposing of the application 
will be issued as of course following said date unless 
the Commission thereafter orders a hearing upon 
request or upon the Commission’s own motion. 
Persons who request a hearing, or advice as to 
whether a hearing is ordered, will receive any notices 
and orders issued in this matter, including the date of 
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the hearing (if ordered) and any postponements 
thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 10300/ June 30, 1978 


In the Matter of 


THE MEDIA INVESTMENT COMPANY 
1100 Central Trust Tower 
Cincinnati, Ohio 45202 


and 


THE E.W. SCRIPPS COMPANY 
1100 Central Trust Tower 
Cincinnati, Ohio 45202 


(812-4276) 


ORDER GRANTING EXEMPTION PURSUANT TO 
SECTION 17(b) OF THE ACT FROM SECTION 17(a) 
OF THE ACT FROM SECTION 17(a) OF THE ACT 
AND PERMITTING, PURSUANT TO SECTION 17(d) 
OF THE ACT AND RULE 17d-1 THEREUNDER, 
PARTICIPATION IN PROPOSED TRANSACTION. 


The Media Investment Company (‘‘Media’’), regis- 
tered under the Investment Company Act of 1940 (the 
“‘Act’’) as a closed-end, non-diversified, management 
investment company, and The E.W. Scripps Company 
(‘‘EWSCO’’), a privately held company which owns 
10% of Media’s outstanding voting securities, filed an 
application on March 3, 1978, and an amendment 
thereto on May 26, 1978, pursuant to Sections 17(b) 
and 17(d) of the Act, and Rule 17d-1 thereunder, for 
an order of the Commission (1) exempting from the 
provisions of Section 17(a) of the Act a proposed 
statutory merger of Media into EWSCO, and (2) per- 
mitting participation in such merger by certain officers 
and directors of Media. 
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On May 26, 1978, a notice was issued (Investment 
Company Act Release No. 10258) of the filing of the 
application. The notice gave interested persons an 
opportunity to request a hearing and stated that an 
order disposing of the application would be issued as 
of course unless a hearing should be ordered. 


Prior to the expiration of the notice period, the 
Commission received letters on behalf of two 
shareholders of Media, which letters raise questions 
concerning the fairness of the proposed transaction to 
Media and its shareholders; one such letter suggests 
that the Commission, on its own motion, order a 
hearing on the application. ! Following the. expiration 
of the notice period, two additional letters from 
another shareholder of Media were received.2 These 
shareholders communicated with our Division of 
Investment Management concerning the proposed 
merger prior to the issuance of the notice. The 
assertions contained in each of these letters have been 
considered. 


In summary, the shareholders assert that: (1) the 
terms of the proposed merger are unfair in that they 
do not reflect the fair value of Media; (2) the Board of 
Directors of Media (‘‘Board’’) did not negotiate 
independently to achieve a more favorable arrange- 
ment on behalf of Media’s shareholders; and (3) the 
proposed merger would result in certain inequities to 
Media shareholders. 


The application states that, after an initial considera- 
tion of EWSCO’s original proposal to merge Media 
into ESWCO for cash amounting to $55 per outstand- 
ing share of Media, the Board engaged Smith Barney, 
Harris Upham & Co., Inc. (‘‘Smith Barney’’), to 
undertake a study of the proposed transaction for the 
purpose of ascertaining the fair values of the various 
assets of Media and the fair value of Media as an 
entity, in order to determine whether the original 
proposal or any amended proposal submitted to the 
Board by EWSCO was fair and equitable. After com- 
pleting its study, Smith Barney concluded that the fair 
values of the various assets of Media and the fair 
value of Media as an entity, in order to determine 





lLetter from Mr. John Blake to the Division, dated 
June 13, 1978; Letter from the law firm of Gray, Cary, 
Ames & Frye, dated June 14, 1978, to the Secretary of 
the Commission on behalf of Mr. Alfred C. Anderson. 
The letter on behalf of Mr. Anderson suggests that a 
hearing be held on this matter. 


2Letters from Mr. David E. Brill to the Division, dated 
June 16, 1978, and June 19, 1978. 





whether the original proposal or any amended 
proposal submitted to the Board by EWSCO was fair 
and equitable. After completing its study, Smith 
Barney concluded that the fair value of the net assets 
of Media, and of Media as an entity, was $58 to 64 per 
Media share. According to the application, Smith 
Barney opined that EWSCO’s amended offer of $58 
per share of Media would be fair and equitable to 
Media shareholders. 


The letters from shareholders refer to recent sales of 
newspaper companies where the prices paid by 
purchasers reflected higher value to earnings ratios 
than those used by Smith Barney in valuing Media’s 
interests in newspaper companies. The shareholders 
conclude that if similar ratios were applied to 
determine the value of the shares of the companies 
held by Media, the fair value of Media shares would 
exceed to $58 per share price offered by EWSCO. How- 
ever, these ratios do not appear to be relevant to the 
valuation of Media. Media’s assets consist primarily 
of minority interests in privately held newspaper 
companies, and the sale of Media, unlike the 
situations referred to by the shareholders, does not 
involve a sale of control of the underlying companies. 


The shareholders also contend that because of finan- 
cial relationships between certain directors of Media 
and EWSCO, the Board did not fully explore all 
possible alternatives to the proposed merger into 
EWSCO, and did not secure a more favorable merger 
agreement with EWSCO. These financial relation- 
ships are set forth in the application and were 
summarized in the notice. 


According to the application, various alternatives were 
considered by the Board: (1) the Board concluded that 
the proposed merger with EWSCO was more desirable 
than the continued operation of Media, and (2) the 
Board believed that no one would bid more than 
EWSCO for unmarketable minority interests in com- 
panies controlled by EWSCO. Media states that six 
specific reasons led its Board to accept the revised 
EWSCO offer: (1) there is no realistic possibility that 
the minority newspaper interests held by Media could 
be sold collectively or individually to a purchaser other 
than EWSCO; (2) sales of individual newspaper 
interests would result in the realization by Media of 
substantial capital gains at the corporate level, to the 
ultimate detriment of Media shareholders; (3) it is 
becoming increasingly difficult for Media to obtain the 
services of competent persons willing to serve as 
directors or as executives of Media; (4) the possibility 
of a merger with another registered investment 
company is remote because of Media’s illiquid 
portfolio; (5) the merger provides sha:ehoiders of 
Media an opportunity to liquidate a non-redeemable 
and limited market investment; and (6) the price of 
$58 per share is fair and reasonable. 


Finally, the shareholders assert that the proposed 
merger would be unfair to Media shareholders, 
primarily, because: (1) it would deprive Media share- 
holders of the opportunity to participate in the 
earnings and growth of the Scripps-Howard 
companies, and (2) it would result in a taxable event to 
Media shareholders, the effect of which would be to 
preciude shareholders from obtaining a yield on post- 
merger investments comparable to that now obtained 
from their investments in Media. Under circumstances 
where a proposed transaction satisfies applicable 
Statutory standards, these concerns appear to be 
matters which must be considered by the shareholders 
of the registered investment company who will have 
an opportunity to vote with respect to the proposed 
transaction. 


Each of the issues raised in the letters from share- 
holders have been considered, and none of these 
issues warrants a hearing on this matter. Therefore, it 
appears that a hearing is not necessary in the public 
interest or for the protection of investors. Moreover, 
counsel for EWSCO and counsel for Media have 
indicated that should the proposed merger not be 
consummated on or before July 31, 1978, there is a 
substantial possibility that, for business reasons, 
EWSCO might withdraw its merger offer.2 This result 
would deprive Media shareholders from considering 
the proposed merger which offers Media shareholders 
an opportunity to realize a price for their shares sub- 
stantially higher than the price at which such shares 
were traded prior to announcement of EWSCO’s 
original offer. 


The matter having been considered, it is found, on the 
basis of the information contained in the application 
that the terms of the proposed merger are fair and 
reasonable and do not involve overreaching on the part 
of any person concerned, and that the transaction is 
consistent with the policies of Media, and the general 
purposes of the Act. It is further found that the 
participation of Media, and of certain directors and 
officers of Media, in the proposed merger is consistent 
with the provisions, policies, and purposes of the Act, 
and that the participation of Media will not be on a 
basis less advantageous than that of other partici- 
pants. Accordingly, 





3Letters from Baker, Hostetler, & Patterson (counsel 
to EWSCO) and Gaston Snow & Ely Bartlett (counsel 
to Media) to The Division of Investment Management 
dated June 22, 1978, enumerated the business 
considerations which may cause EWSCO to withdraw 
its offer if the proposed merger is not consummated by 
July 31, 1978. 
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IT iS ORDERED, pursuant to Section 17(b) of the Act, 
that the proposed statutory merger of Media into 
EWSCO be, and hereby is, exempted from the provi- 
sions of Section 17(a) of the Act. 


IT iS FURTHER ORDERED, pursuant to Section 17(d) 
of the Act and Rule 17d-1 thereunder, that the 
proposed transaction be, and hereby is, permitted, 
effective forthwith. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 10301/June 30, 1978 


In the Matter of 


ARCS EQUITIES CORP. 
850 Third Avenue 
New York, New York 10022 


(812-4106) 


ORDER PURSUANT TO SECTIONS 6(c) AND 6(e) OF 
THE GRANTING EXTENSION OF TEMPORARY 
EXEMPTION FROM SECTION 7 AND CERTAIN 
OTHER PROVISIONS OF THE ACT 


Arcs Equities Corp. (‘‘Applicant’’), a New York 
corporation, filed an application on May 26, 1978, pur- 
suant to Sections 6(c) and 6(e) of the Investment 
Company Act of 1940 (‘‘Act’’), for an amendment to 
an order of the Commission dated February 22, 1978 
(Investment Company Act Rel. 10128), which 
temporarily exempted Applicant from the provisions of 
Section 7 and certain other provisions of the Act from 
May 13, 1977, to June 30, 1978. Applicant seeks an 
amendment to the earlier order to extend the 
temporary exemption from June 30, 1978, until the 
earlier of August 31, 1978, or such time as the Com- 
mission has acted upon Applicant’s original 
application under Sections 3(b)(2) and 6(c) of the Act. 


On June 5, 1978, a notice (Investment Company Act 
Release No. 10267) was issued of the filing of said 
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application pursuant to Sections 6(c) and 6(e) of the 
Act. The notice gave interested persons an oppor- 
tunity to request a hearing and stated that an order 
disposing of the application would be issued as of 
course unless a hearing should be ordered. No request 
for a hearing has been filed, and the Commission has 
not ordered a hearing. 


The matter has been considered and it is found, on the 
basis of the information stated in the application, that 
the granting of the requested extension is appropriate 
in the public interest and consistent with the protec- 
tion of investors and the purposes fairly intended by 
the policy and provisions of the Act. Accordingly, 


IT 1S ORDERED, pursuant to Sections 6(c) and 6(e) of 
the Act, that the order of the Commission dated 
February 22, 1978 (Investment Company Act Rel. 
10128), temporarily exempting Applicant from the pro- 
visions of Section 7 and certain other provisions of the 
Act, is hereby extended from June 30, 1978, until the 
earlier of August 31, 1978, or such time as the Com- 
mission has acted upon Applicant’s original 
application under Sections 3(b)(2) and 6(c) of the Act. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 10302/ June 30, 1978 


In the Matter of 


VANDERBILT GROWTH FUND, INC. 
1800 Century Park East 

Suite 204B 

Los Angeles, California 90067 


(811-1289) 
ORDER PURSUANT TO SECTION 8(f) OF THE ACT 


DECLARING THAT APPLICANT HAS CEASED TO 
BE AN INVESTMENT COMPANY. 


Vanderbilt Growth Fund, Inc. (‘‘Applicant’’), regis- 
tered under the Investment Company Act of 1940 





(‘‘Act’’) as an open-end, diversified, management 
investment company, filed an application on December 
9, 1977, and an amendment thereto on March 10, 
1978, for.an order of the Commission, pursuant to 
Section 8(f) of the Act, declaring that Applicant has 
ceased to be an Investment company as defined in the 
Act. 


On June 2, 1978, a notice (investment Company Act 
Release No. 10265) was issued of the filing of said 
application. The notice gave interested persons an 
opportunity to request a hearing and stated that an 
order disposing of the application would be issued as 
of course unless a hearing should be ordered. No 
request for a hearing has been filed, and the Commis- 
sion has not ordered a hearing. 


The matter has been considered, and it is found that 
Applicant has ceased to be an investment company as 
defined in the Act. Accordingly, 


IT IS HEREBY ORDERED, pursuant to Section 8(f) of 
the Act, that the registration of Vanderbilt Growth 
Fund, Inc. under the Act shall forthwith cease to be in 
effect. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 10303/ June 30, 1978 


In the Matter of 


VANDERBILT INCOME FUND, INC. 
1800 Century Park East 

Suite 204B 

Los Angeles, California 90067 


(811-757) 
ORDER PURSUANT TO SECTION 8(f) OF THE ACT 


DECLARING THAT APPLICANT HAS CEASED TO 
BE AN INVESTMENT COMPANY. 


Vanderbilt Income Fund, Inc. (‘‘Applicant’’), regis- 
tered under the Investment Company Act of 1940 
(‘‘Act’’) as an open-end, diversified, management in- 
vestment company, filed an application on December 
9, 1977, and an amendment thereto on March 10, 
1978, for an order of the Commission, pursuant to 
Section 8(f) of the Act, declaring that Applicant has 
ceased to be an investment company as defined in the 
Act. 


On June 2, 1978, a notice (investment Company Act 
Release No. 10264) was issued of the filing of said 
application. The notice gave interested persons an 
opportunity to request a hearing and stated that an 
order disposing of the application would be issued as 
of course unless a hearing should be ordered. No 
request for a hearing has been filed, and the Com- 
mission has not ordered a hearing. 


The matter has been considered, and it is found that 
Applicant has ceased to be an investment company as 
defined in the Act. Accordingly, 


IT IS HEREBY ORDERED, pursuant to Section 8(f) of 
the Act, that the registration of Vanderbilt Income 
Fund, Inc. under the Act shall forthwith cease to be in 
effect. 


For the Sommission, by the Division of Investment 


Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 10304/ June 30, 1978 


In the Matter of 


HIGHLAND CAPITAL CORPORATION 
635 Madison Avenue 
New York, New York 10022 


and 


VITT MEDIA INTERNATIONAL, INC. 
437 Madison Avenue 
New York, New York 10022 
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(812-4267) 


NOTICE OF FILING OF APPLICATION PURSUANT 
TO SECTION 17(b) OF THE ACT FOR AN ORDER 
EXEMPTING A PROPOSED TRANSACTION FROM 
THE PROVISIONS OF SECTION 17(a) OF THE ACT. 


NOTICE IS HEREBY GIVEN that Highland Capital 
Corporation (‘‘Highland’’), a non-diversified, closed- 
end, management investment company registered 
under the Investment Company Act of 1940 (‘‘Act’’), 
and Vitt Media International, Inc. (““VMI’’) (Highland 
and VMI are sometimes referred to herein collectively 
as the ‘‘Applicants’’) filed an application on January 
27, 1978, and an amendment thereto on May 31, 1978, 
pursuant to Section 17(b) of the Act, for an order of 
the Commission exempting from the provisions of 
Section 17(a) of the Act the proposed sale by Highland 
and the purchase by VMI of 200,000 shares of VMI 
common stock owned by Highland for $400,000 or two 
dollars per share. All interested persons are referred 
to the application on file with the Commission for a 
statement of the representations contained therein, 
which are summarized below. 


Highland was organized in March, 1969, as a 
Delaware corporation under the name ‘‘Price Capital 
Corporation’’, and adopted its present name on June 
1, 1973. At December 31, 1977, there were 1,017,449 
shares of common stock of Highland issued and 
outstanding, which were held by approximately 1200 
shareholders. Highland’s common stock is listed on 
both the American and Philadelphia Stock Exchanges. 


VMI was organized as a Delaware corporation in 
September, 1969, and is privately-held. VMI is an in- 
dependent media planning and purchasing specialist, 
and its services include media research, planning and 
buying, and syndication of television series for its 
clients. There are 714,000 shares of VMI common 
stock issued and outstanding, with 430,500 shares (ap- 
proximately 60.3%) being owned by Mr. Samuel B. 
Vitt (‘‘Mr. Vitt’’), an aggregate of 27,000 shares 
(approximately 3.8%) being owned by Marie Vitt and 
Edwin Robbins, as Trustees, under separate Trust 
Agreements for the benefit of each of Mr. Vitt’s three 
children, 200,000 shares (approximately 28%) being 
owned by Highland, and 56,500 shares (approximately 
7.9%) being owned by five other stockholders. Mr. 
Vitt is the founder, president and chief executive 


officer, a director and the principal stockholder of 
VMI. 


In October, 1969, pursuant to the terms of a Purchase 
Agreement dated October 3, 1969 (the ‘1969 Purchase 
Agreement’’) among Highland, VMI, Mr. Vitt and 
certain other persons, Highland purchased 200,000 
shares of preferred stock of VMI for an aggregate 
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purchase price of $200,000 (or $1.00 per share). 
Pursuant to the provisions of VMI’s Certificate of 
Incorporation, on or after October 1, 1970, each share 
of VMI preferred stock was convertible into one share 
of VMI common stock. 


On September 9, 1974, Highland voluntarily converted 
its 200,000 shares of VMI preferred stock into 200,000 
shares of VMI common stock: In order to Induce 
Highland to convert its shares of VMI preferred stock 
into shares of VMI common stock, on September 9, 
1974, VMI and Mr. Vitt entered into an agreement 
with Highland (the ‘'1974 Agreement’’) which 
conferred upon Highland substantially the same rights 
as a holder of VMI common stock as it had had as a 
holder of VMI preferred stock pursuant to the 1969 
Agreement. 


Under the 1969 Purchase Agreement, certain 
convenants ran from Mr. Vitt to certain holders of VMI 
preferred stock (including Highland) whereby Mr. Vitt 
agreed that, as long as he remained the controlling 
stockholder of VMI, he would not permit VMI to engage 
in certain specified transactions without the prior 
written consent of the holders of a majority of the 
outstanding shares of VMI preferred stock. 
Substantially the same covenants which were part of 
the 1969 Purchase Agreement were included in the 
1974 Agreement. VMI’s Certificate of Incorporation 
gave VMI the right, exercisable at any time after 
October 1, 1970, to call for redemption at a price of $1 
per share (the issue price) outstanding shares of 
preferred stock; however, the holders of preferred 
stock (including Highland) could convert their shares 
of preferred stock into shares of common stock prior to 
the redemption date, in which event VMI’s redemption 
right, as well as the covenants running from Mr. Vitt to 
such holders of preferred stock (including Highland) 
pursuant to the 1969 Purchase Agreement, would 
terminate. Similarly, under the terms of the 1974 
Agreement, VMI had the option to purchase Highland’s 
holdings of VMI common stock at any time at a price of 
$1.00 per share. However, Highland was entitled to 
refuse to sell its shares of VMI common stock to VMI, 
in which event the covenants under the 1974 
Agreement running from Mr. Vitt to Highland would 
terminate. 


In accordance with the terms of the 1974 Agreement, 
on October 26, 1977, VMI exercised its option to 
purchase Highland’s 200,000 shares of VMI common 
stock at a price of $1.00 per share. On October 27, 
1977, Highland notified VMI that Highland elected not 
to sell to VMI its 200,000 shares of VMI common stock. 
As a result of Highland’s refusal to sell, the covenants 
running from Mr. Vitt to Highland under the 1974 
Agreement were terminated. 





On December 9, 1977, Highland and VMI entered into 
an agreement (the ‘1977 Purchase Agreement’) 
pursuant to which VMI agreed to purchase from 
Highland the 200,000 shares of VMI common stock 
owned by Highland for an aggregate purchase price of 
$400,000 (or $2.00 per share). The 1977 Purchase 
Agreement provides that consummation of the 
transaction contemplated thereby is subject to 
the issuance of an Order by the Commission pursuant 
to Section 17(b) of the Act exempting from the 
provisions of Section 17(a) of the Act the sale by 
Highland and the purchase by VMI of the 200,000 
shares of VMI common stock owned by Highland. Such 
an Order is being sought in this application. On April 
18, 1978, by an Amendment to the 1977 Purchase 
Agreement, Highland and VMI agreed to extend from 
August 9, 1978, to December 9, 1978, the termination 
date of the 1977 Purchase Agreement if the above 
required Order has not been received. 


Section 17(a) of the Act, in pertinent part, makes it 
unlawful for any affiliated person of a registered 
investment company or any affiliated person of such an 
affiliated person, acting as principal, knowingly to sell 
any security or other property to, or purchase any 
security or other property from, such registered 


company (other than securities of which the 
investment company is the issuer) unless an 
application for an order exempting such proposed 


transaction from the provisions of Section 17(a) of the 
Act has been filed with the Commission pursuant to 
Section 17(b) of the Act and such application has been 
granted by Order of the Commission. Section 17(b) of 
the Act provides that the Commission, upon 
application, may exempt a proposed transaction from 
the provisions of Section 17(a) of the Act if evidence 
established that the terms of the proposed transaction, 
including the consideration to be paid or received, are 
reasonable and fair and do not involve overreaching on 
the part of any person concerned, and the proposed 
transaction is consistent with the policy of each 
registered investment company concerned, and with 
the general purposes of the Act. 


Applicants state that Highland presently owns more 
than five percent of the total number of shares of VMI 
common stock presently outstanding. Accordingly, 
VMI and Highland are affiliated persons of each other 
within the meaning of Section 2(a)(3) of the Act. 
Therefore, the proposed repurchase by VMI of all the 
VMI common stock held by Highland might be deemed 
to constitute the sale of a security by a registered 
investment company to an affiliated person of .such 
investment company and, concurrently, the purchase 
of a security by such investment company from an 
affiliated person thereof. Accordingly, Applicants 
request an order exempting the proposed transaction 
from the provisions of Section 17(a) fo the Act 
pursuant to Section 17(b). 


In support of the relief requested, Applicants state that 
negotiations culminating in the execution of the 1977 
Purchase Agreement were initiated by Highland in 
August, 1977. From August, 1977, through the latter 
part of November, 1977, Highland and VMI engaged in 
arms length negotiations, including face to face 
meetings and correspondence. Negotiations on behalf 
of Highland were conducted by Mr. Walter Scheuer, 
Chairman of the Board of Highland. Negotiations on 
behalf of VMI were conducted by Mr. Vitt and two other 
directors of VMI who are also senior officers of VMI. 
Mr. Edwin Robbins, President and a director of 
Highland and also an outside director of VMI, did not 
actively participate in the negotiations because of his 
relationship with both Highland and VMI. The 
respective Boards of Directors of Highland and VMI 
unanimously authorized the transaction contemplated 
by the 1977 Purchase Agreement, with Mr. Robbins 
abstaining from voting in each instance. 


The Applicants submit that the purchase price of $2.00 
per share is fair to both Highland and VMI; and in 
support of the application state that in agreeing to 
effect the proposed purchase and sale of shares at 
$2.00 per share they considered, among other things: 
(1) the fact that the limited number of sales of shares of 
VMI common stock that have occurred since October, 
1976, were based on a price of approximately $2.00 per 
share, (2) the average per share net earnings of VMI 
over its last two fiscal years, and VMI’s estimated per 
share net earnings for its fiscal year ending August 31, 
1978, (3) the price-earnings multiples of publicly-held 
companies engaged in similar types of business as 
VMI, (4) the facts that (a) there is no public market for 
shares of VMI common stock and Highiand’s holdings 
of such shares are thus highly illiquid, (b) other than 
persons or entities who invested in VMI shortly after its 
formation and other than VMI employees, no person o 

entity has ever purchased shares of VMI stock, aria (c 

Highland’s investment in VMI, although substantial, 
represents a minority interest in VMI, (5) the history of 
VMI’s paying dividends on its common stock only 
twice during the last 5-1/2 years, and (6) the fact that 
the book value of VMI’s common stock was $1.78 per 
share (audited) on August 31, 1977. it should be noted 
that the book value of VMI’s common stock was $2.09 
per share (unaudited) on February 28, 1977. 


The Applicants submit that it is in the best interests of 
VMI to purchase the 200,000 shares of VMI common 
stock held by Highland at this time. The Applicants 
point out that except for 5,000 shares of common 
stock owned by one investor, Highland is the only VMI 
shareholder who is not a present or former employee or 
VMI; and that there are no contractual restrictions 
limiting Highland’s ability to sell the shares to a third 
party. VMI’s Board of Directors is of the view that it is 
in thé best interests of VMI not to have a substantial 
outside investor with whom it does not have a long 
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standing relationship as it does with Highland. In 
addition, as aresult of the purchase of the shares from 
Highland and the resulting lesser number of shares 
outstanding, earnings per share of VMI will increase 
materially. Finally, the Applicants note that the shares 
repurchased will be available in the future for sale to 
key VMI employees if such is deemed to be desirable. 


The Applicants also submit that consummation of the 
1977 Purchase Agreement is in the best interests of 
Highland. Highland is of the view that the proposed 
purchase price for the shares is fair. The price of $2.00 
per share is the value which the Highland Board of 
Directors, in accordance with the provisions of the Act, 
has determined in good faith to be the fair value of the 
shares. The Highland Board of Directors, in reaching a 
good faith determination that the proposed purchase 
price of $2.00 per share is fair, considered VMI’s entire 
financial history and discussions between Highland’s 
management and VMI’s management about VMI’s 
expectations as to future profitability. The Highland 
Board of Directors also considered the illiquidity of its 
investment in VMI and the fact that Mr. Vitt (as owner 
of approximately 59% of VMI’s common stock at the 
time the 1977 Purchase Agreement was entered into) 
was the controlling stockholder. 


The Applicants further submit that the consummation 
of the proposed transaction is consistent with 
Highland’s investment policy. They point out that 
Highland has maintained its investment in VMI for 
more than eight years and, although Highland has been 
pleased with the growth of VMI’s revenues and 
earnings, Highland’s Board of Directors has 
determined that it is not desirable for Highland to 
continue to maintain a substantial holding (repre- 
senting approximately four percent of Highland’s 
unaudited net assets as at December 31, 1977) in the 
form a single illiquid investment. In addition, the 
Applicants note that the capital gain which will be 
realized by Highland if the proposed transaction is 
consummated will be offset by capital loss carry- 
forwards available to Highland. 


Based on the above analysis the Applicants finally 
submit that the terms of the proposed sale by Highland 
and the purchase by VMI of the 200,000 shares of VMI 
common stock owned by Highland for $400,000 or two 
dollars per share, including the purchase price, are 
reasonable and fair and do not involve overreaching on 
the part of any person concerned, and that such 
proposed purchase and sale of shares is consistent 
with the investment policy of Highland and with the 
general purposes of the Act. Accordingly, the 
Applicants request an Order of the Commission 
exempting the proposed purchase and sale of shares 
from the provisions of Section 17(a) of the Act. 
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NOTICE IS FURTHER GIVEN that any interested 
person may, not later than July 25, 1978, at 5:30 p.m., 
submit to the Commission in writing a request for a 
hearing on the application accompanied by a statement 
as to the nature of his interest, the reasons for such 
request, and the issues, if any, of fact or law proposed 
to be controverted, or he may request that he be 
notified if the Commission shall order a hearing 
thereon. Any such communication should be 
addressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of such 
request shall be served personally or by mail upon the 
Applicants at the addresses stated above. Proof of 
such service (by affidavit, or in case of an attorney-at- 
law, by certificate) shall be filed contemporaneously 
with the request. As provided by Rule 0-5 of the Rules 
and Regulations promulgated under the Act, an order 
disposing of the application herein will be issued as of 
course following said date unless the Commission 
thereafter orders a hearing upon request or upon the 
Commission’s own motion. Persons who request a 
hearing, or advice as to whether a hearing is ordered, 
will receive any notices or orders issued in this matter, 
including the date of the hearing (if ordered) and any 
postponements thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 10305/June 30, 1978 


In the Matter of 


SYSTEMS VENTURE CAPITAL, INC. 
Suite 858 Barnett Bank Building 
Tallahassee, Florida 32301 


(811-2797) 


NOTICE OF FILING OF APPLICATION PURSUANT TO 
SECTION 8(f) OF THE ACT FOR AN ORDER DECLAR- 
ING THAT COMPANY HAS CEASED TO BE AN 
INVESTMENT COMPANY. 


NOTICE IS HEREBY GIVEN that Systems Venture 
Capital, Inc. (“Systems”) a Florida corporation regis- 
tered as a closed-end, non-diversified management 
investment company under the Investment Company 





Act of 1940 (“Act”), has filed an application on March 
27, 1978, and an amendment thereto on June 26, 1978, 
pursuant to Section 8(f) of the Act, for an order of the 
Commission declaring that Systems has ceased to be 
an investment company as defined in the Act. All 
interested persons are referred to the application on 
file with the Commission for a statement of the repre- 
sentations set forth therein, which are summarized 
below. 


Systems asserts that (1) it was incorporated on August 
22, 1977, for the sole purpose of performing the 
function and conducting the activities contemplated 
under the Small Business Investment Act of 1958, and 
(2) it filed a Notification of Registration pursuant to 
Section 8(a) of the Act, dated December 16, 1977. 


Systems states that (1) it has not issued any stock, and 
(2) it does not presently have any assets or liabilities. 


According to the application, Systems does not 
propose to pursue its application with the Small 
Business Administration, or to act, either directly or 
indirectly, as asmall business investment company, or 
to issue any securities, or to hold itself out as being 
engaged in the business of investing, reinvesting, or 
trading in securities or to engage in business of any 
kind. 


Section 8(f) of the Act provides, in part, that when the 
Commission upon application, finds that a registered 
investment company has ceased to be an investment 
company, it shall so declare by order, and upon the 
taking effect of such order, the registration of such 
company shall cease to be in effect. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than July 25, 1978, at 5:30 p.m., 
submit to the Commission in writing a request for a 
hearing on the matter accompanied by a statement as 
to the nature of his interest, the reason for such 
request, and the issues, if any, of fact or law proposed 
to be controverted, or he may request that he be 
notified if the Commission shall order a hearing 
thereon. Any such communication should be 
addressed: Secretary, Securities and Exchange 
Commision, Washington, D.C. 20549. A copy of such 
request shall be served personally or by mail upon 
Applicant at the address stated above. Proof of such 
service (by affidavit or, in the case of an attorney-at- 
law, by certificate) shall be filed contemporaneously 
with the request. As provided by rule 0-5 of the Rules 
and Regulations promulgated under the Act, an order 
disposing of the application will be issued as of course 
following said date unless the Commission thereafter 
orders a hearing upon.request or upon the 
Commission’s own motion. Persons who request a 
hearing, or advice as to whether a hearing is ordered, 
will receive any notices and orders issued in this 


matter, including the date of the hearing (if ordered) 
and any postponements thereof. 


For the Commission, by the Division of investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 10306/July 3, 1978 


In the Matter of 


LASTARMCO INC. 
501 South Main Street 
Abbeville, Louisiana 70501 


(811-1634) 


NOTICE OF FILING OF APPLICATION PURSUANT 
TO SECTION 8&(f) OF THE ACT FOR ORDER 
DECLARING THAT COMPANY HAS CEASED TO BE 
AN INVESTMENT COMPANY 


NOTICE IS HEREBY GIVEN that Lastarmco Inc. 
(‘‘Applicant’’), a closed-end, non-diversified manage- 
ment investment company registered under the 
Investment Company Act of 1940 (‘‘Act’’), filed an 
application on January 24, 1978, and an amendment 
thereto on June 20, 1978, pursuant to Section 8(f) of 
the Act for an order of the Commission declaring that 
the Applicant has ceased to be an investment company 
as defined in the Act. All interested persons are 
referred to the application on file with the Commission 
for a statement of the facts and representations 
contained therein, which are summarized below. 


Applicant, organized under the laws of the State of 
Louisiana, registered with the Commission under the 
Act on April 8, 1968. Applicant states that it has 
never made a public offering of its securities and, 
consequently, no registration statement has ever been 
filed with respect to securities issued by the Applicant 
pursuant to the Securities Act of 1933. 


Applicant states that on December 28, 1977, its 
shareholders approved a plan of reverse stock split 
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and purchase (‘‘Plan’’) by an affirmative vote of 
105,311 shares or 80.2% of the issued and outstanding 
shares of Applicant’s $10 Par Value Common Stock. 
There were no votes against adoption of the Plan. 
Under the terms of the Plan each share of previously 
outstanding $10 Par Value Common Stock of Applicant 
was automatically converted into .01 shares of reclassi- 
fied $1,000 Par Value Common Stock of the Applicant. 
The Plan further provided that the Company would 
purchase the resulting fractional share interests at net 
asset value. 


Immediately prior to the effective date of the reverse 
stock split Applicant represents that it had 162 stock- 
holders of record and approximately that number of 
beneficial owners of its securities. As a result of the 
reverse stock split and purchase of fractional share 
interests resulting therefrom, the Applicant now has 
79 beneficial owners of its securities. 


Section 3(c)(1) of the Act excepts from the definition of 
an investment company any issuer whose outstanding 
securities are beneficially owned by not more than 100 
persons and which is not making and does not 
presently propose to make a public offering of its 
securities. As an issuer whose outstanding securities 
are beneficially owned by not more than 100 persons 
and that is not making and does not presently propose 
to make a public offering of its securities, the 
Applicant contends that it is excepted from the 
definition of investment company under Section 3(c)(1) 
of the Act and is entitled to an order pursuant to 
Section 8(f) of the Act declaring that it has ceased to 
be an investment company. 


Applicant has created a cash fund from which its ex- 
change agent will make payments for fractional share 
interests resulting from the reverse stock split. 
Otherwise, Applicant has retained its assets for the 
purpose of carrying on its business as previously 
conducted. Applicant has undertaken, however, that 
in the event the requested order pursuant to Section 
8(f) of the Act is issued declaring that it has ceased to 
be an investment company, Applicant will thereafter 
distribute annually to each of its remaining 
stockholders of record a copy of its audited and 
certified balance sheet and income statement, together 
with its customary annual report to stockholders. 
Applicant has further undertaken to mail a copy of the 
order to each of its remaining stockholders of record 
promptly after the issuance of such order. 


Section 8(f) of the Act provides, in pertinent part, that 
when the Commission, upon application, finds that a 
registered investment company has ceased to be an 
investment company, it shall so declare by order, and 
upon the taking effect of such order, the registration of 
such company shall cease to be in effect. 
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NOTICE IS FURTHER GIVEN that any _ interested 
person may, not later than July 28, 1978, at 5:30 p.m., 
submit to the Commission in writing a request for a 
hearing on the matter accompanied by a statement as 
to the nature of his interest, the reason for such 
request for a hearing on the matter accompanied by a 
statement as to the nature of his interest, the reason 
for such request, and the issues, if any, of fact or law 
proposed to be controverted, or he may request that 
he be notified if the Commission shall order a hearing 
thereon. Any such communication should be 
addressed: Secretary, Securities and Exchange Com- 
mission, Washington, D.C. 20549. A copy of such re- 
quest shail be served personally or by mail upon 
Applicant(s) at the address(es) stated above. Proof of 
such service (by affidavit, or in case of an attorney-at- 
law, by certificate) shall be filed contemporaneously 
with the request. As provided by Rule 0-5 of the Rules 
and Regulations promulgated under the Act, an order 
disposing of the application will be issued as of course 
following said date unless the Commission thereafter 
orders a hearing upon request or upon the 
Commission’s own motion. Persons who request a 
hearing, or advice as to whether a hearing is ordered, 
will receive any notices and orders issued in this 
matter, including the date of the hearing (if ordered) 
and any postponements thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 10307/July 6, 1978 


SEE 


SECURITIES ACT OF 1933 
Release No. 5942/July 6, 1978 








INVESTMENT COMPANY ACT OF 1940 
Release No. 10308/ July 6, 1978 


SEE 


SECURITIES ACT OF 1933 
Release No. 5943/July 6, 1978 





INVESTMENT COMPANY ACT OF 1940 
Release No. 10309/ July 6, 1978 


In the Matter of 


FEDERATED EXCHANGE FUND, LTD. 
421 Seventh Avenue 
Pittsburgh, Pennsylvania 15219 


(812-4162) 


ORDER PURSUANT TO SECTION 6(c) OF THE ACT 
GRANTING EXEMPTION FROM SECTION 19(b) OF 
THE ACT AND RULE 19b-1 THEREUNDER. 


Federated Exchange Fund, Ltd. (‘‘Applicant’’), 
registered under the Investment Company Act of 1940 
(the ‘‘Act’’) as an open-end, diversified, management 
investment company, filed an application on July 25, 
1977, and amendments thereto on February 15, 1978, 
March 3, 1978, April 27, 1978, May 16, 1978, and June 
21, 1978, for an order of the Commission pursuant to 
Section 6(c) of the Act, exempting Applicant from the 
provisions of Section 19(b) of the Act and Rule 19b-1 
thereunder to enable it to distribute long-term gains 
quarterly in the manner set forth in the application. 


On June 9, 1978, a notice was issued (Investment 
Company Act Release No. 10275) of the filing of the 
application. The notice gave interested persons an 
opportunity to request a hearing and stated that an 
order disposing of the application would be issued as 
of course unless a hearing should be ordered. No re- 
quest for a hearing has been filed, and the 
Commission has not ordered a hearing. 


The matter having been considered, it is found that 
the granting of the application is appropriate in the 
public interest and consistent with the protection of 
investors and the purposes fairly intended by the 
policy and purposes of the Act. Accordingly, 


IT 1S ORDERED, pursuant to Section 6(c) of the Act, 
that the application for exemption from the provisions 
of Section 19(b) of the Act and Rule 19b-1 thereunder, 
to the extent requested, be and hereby is, granted, 
effective forthwith. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 10310/July 6, 1978 


In the Matter of 


WESTFIELD GROWTH FUND, INC. 
One Park Circle 
Westfield Center, Ohio 44251 


(811-1741) 


ORDER PURSUANT TO SECTION 8(f) OF THE ACT 
DECLARING THAT COMPANY HAS CEASED TO BE 
AN INVESTMENT COMPANY 


Westfield Growth Fund, Inc. (‘‘Applicant’’), an open- 
end diversified management investment company 
registered under the Investment Company Act of 1940 
(‘‘Act’’), filed an application on April 3, 1978, pur- 
suant to Section 8(f) of the Act for an order of the 
Commission declaring that Applicant has ceased to be 
an investment company as defined in the Act. 


On May 17, 1978, a notice (Investment Campany Act 
Release No. 10244) was issued of the filing of said 
application. The notice gave interested persons an 
opportunity to request a hearing and stated that an 
order disposing of the application would be issued as 
of course unless a hearing should be ordered. No 
request for a hearing has been filed, and the 
Commission has not ordered a hearing. 


The matter has been considered, and it is found that 


Applicant has ceased to be an investment company. 
Accordingly, 
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IT IS HEREBY ORDERED, pursuant to Section 8(f) of 
the Act, that the registration of Westfield Growth 
Fund, Inc., shall cease to be in effect. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 10311/July 6, 1978 


In the Matter of 


WESTFIELD INVESTMENT FUND, INC. 
One Park Circle 
Westfield Center, Ohio 44251 


(811-1965) 


ORDER PURSUANT TO SECTION 8(f) OF THE ACT 
DECLARING THAT COMPANY HAS CEASED TO BE 
AN INVESTMENT COMPANY 


Westfield Investment Fund, Inc. (‘‘Applicant’’), an 
open-end diversified management investment com- 
pany registered under the Investment Company Act of 
1940 (‘‘Act’’), filed an application on April 3, 1978, 
pursuant to Section 8(f) of the Act for an order of the 
Commission declaring that Applicant has ceased to be 
an investment company as defined in the Act. 


On May 17, 1978, a notice (Investment Company Act 
Release No. 10245) was issued of the filing of said 
application. The notice gave interested persons an 
opportunity to request a hearing and stated that an 
order disposing of the application would be issued as 
of course unless a hearing should be ordered. No 
request for a hearing has been filed, and the 
Commission has not ordered a hearing. 


The matter has been considered, and it is found that 
Applicant has ceased to be an investment company. 
Accordingly, 


IT IS HEREBY ORDERED, pursuant to Section 8(f) of 
the Act, that the registration of Westfield Investment 
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Fund, Inc. shall cease the registration of Westfield 
Investment Fund, Inc. shall cease to be in effect. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 10312/July 6, 1978 


In the Matter of 


LINCOLN NATIONAL INVESTMENT PLANS 
1300 South Clinton Street 
Fort Wayne, Indiana 46801 


(811-2251) 


NOTICE OF FILING OF APPLICATION PURSUANT 
TO SECTION 8(f) OF THE ACT FOR ORDER 
DECLARING THAT COMPANY HAS CEASED TO BE 
AN INVESTMENT COMPANY 


NOTICE IS HEREBY GIVEN that Lincoln National 
Investment Plans (‘‘Applicant’’), a unit investment 
trust registered under the Investment Company Act of 
1940 (the ‘‘Act’’), filed an application on May 10, 
1978, for an order of the Commission declaring that 
Applicant has ceased to be an investment company as 
defined in the Act. All interested persons are referred 
to the application on file with the Commission for a 
statement of the representations contained therein, 
which are summarized below. 


Applicant states that it registered under the Act on 
December 17, 1971, by filing a registration statement 


on Form N-8B-2. Applicant represents that a 
registration statement for the shares of Applicant 
under the Securities Act of 1933 has never been filed. 
In addition, Applicant states that it has no legal 
existence under the laws of any state. 


Applicant represents that it has made no offer to sell 
its securities to the public, that it has no assets or 
liabilities outstanding, and that it is not engaged, nor 





does it propose to engage, in any business activities 
other than those necessary for the winding-up of its 
affairs. 


Section 8(f) of the Act provides, in pertinent part, that 
whenever the Commission on its own motion or upon 
application, finds that a registered investment 
company has ceased to be an investment company, it 
shall so declare by order, which may be made upon 
appropriate conditions if necessary for the protection 
of investors, and upon the taking effect of such order, 
the registration of such company shall cease to be in 
effect. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than July 31, 1978, at 5:30 p.m., 
submit to the Commission in writing a request for a 
hearing on the matter accompanied by a statement as 
to the nature of his interest, the reason for such 
request, and the issues, if any, of fact or law proposed 
to be controverted, or he may request that he be 
notified if the Commission shall order a hearing 
thereon. Any such communication should be 
addressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of such 
request shall be served personally or by mail upon 
Applicant(s) at the address(es) stated above. Proof of 
such service (by affidavit, or in case of an attorney-at- 
law, by certificate) shall be filed contemporaneously 
with the request. As provided by Rule 0-5 of the Rules 
and Regulations promulgated under the Act, an order 
disposing of the application will be issued as of course 
following said date unless the Commission thereafter 
orders a hearing upon request or upon the 
Commission’s own motion. Persons who request a 
hearing, or advice as to whether a hearing is ordered, 
will receive any notices and orders issued in this 
matter, including the date of the hearing (if ordered) 
and any postponements thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 








LITIGATION 





Litigation Release No. 8445/June 29, 1978 


SEC v. NAVSAT SYSTEMS, INC. et al. 
(D. Calif., 77-4683 RF) 


The Denver Regional Office of the Securities and 
Exchange Commission announced that the United 
States District Court in Los Angeles, California entered 
orders of permanent injunction against the following 
defendants: On June 1, 1978 NAVSAT Systems, Inc., a 
Nevada corporation, and on June 22, 1978, Clark B. 
Oborn of Salt Lake City, Utah, R. Bruce Ripley of 
Woodinville, Washington, The Silver Light Company, a 
Washington limited partnership, Robert J. Struth, 
personally and dba R.J.S. and Associates, Inc., of Van 
Nuys, California and Charles R. Rietz, personally and 
dba Charles Scott & Company of Morgan Hill and San 
Jose, California. The orders, in substance, enjoin all of 
the defendants from violating the registration require- 
ments and antifraud provisions of the Securities Act of 
1933 and the antifraud provisions of the Securities 
Exchange Act of 1934 in connection with the offer and 
sale of common stock of NAVSAT Systems, Inc., a 
Nevada corporation, and notes and evidences of 
indebtedness and investment contracts of international 
Resources, Inc., R.J.S. and Associates, inc., Charles 
Scott & Company, and The Silver Light Company,and 
any other security. Defendants R. Bruce Ripley, Robert 
J. Struth, personally and dba R.J.S. and Associates, 
Inc., and Charles R. Rietz, personally and dba Charles 
Scott & Company, were also enjoined, in substance, 
from violating the Securities Exchange Act registra- 
tion requirements for broker-dealers. 


The Complaint alleges, in substance, that NAVSAT 
Systems, Inc., with offices presently in New York City, 
New York, and formerly in Salt Lake City, Utah, is 
engaged in the development and marketing of a mari- 
time navigation system, employing satellite communi- 
cations between computers on board ships and one or 
more shore-based computers. According to the 
Complaint, NAVSAT has not commercially proven and 
employed the system, has not had adequate financial 
resources to employ the system, has not experienced 
any revenue from business operations and does not 
own any significant tangible assets. 


The defendants consented to the orders without admit- 
ting and without denying the allegations in the Com- 
mission’s Complaint. 





Litigation Release No. 8446/June 29, 1978 


UNITED STATES v. ROBERT C DRUCKER 
S.77 Cr. 596 (VLB) 


William D. Moran, Administrator of the New York 
Regional Office of the Securities and Exchange 
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Commission, and Robert B. Fiske, Jr., United States 
Attorney for the Southern District of New York, 
announced that on June 19, 1978, the Honorable 
Vincent L. Broderick, United States District Judge, 
sentenced Robert C. Drucker (“Drucker”) to a one year 
prison term on each of eight substantive counts of a 
superseding indictment, the sentences to be served 
concurrently. Judge Broderick also suspended imposi- 
tion of sentence on the conspiracy count of the indict- 
ment and placed Drucker on probation for a period of 
five years to commence upon his release from prison. 


Drucker had been convicted on April 12, 1978 of 
violating the securities laws and of conspiracy to 
violate these laws in transactions in the securities of 
Beneficial Labs, Inc. Specifically, he was convicted of 
conspiracy to violate anti-fraud provisions of both the 
Securities Exchange Act of 1934 (“Exchange Act”) and 
the Investment Advisers Act of 1940, as well as the 
“self-dealing” and “embezzlement” provisions of the 
Investment Company Act of 1940 (“Investment 
Company Act’). He was also found guilty on six 
separate counts of being an “affiliated person” who 
sold securities to, and embezzled the funds of, two 
registered investment companies in violation of 
sections of the Investment Company Act. In addition, 
Drucker was convicted on two counts of violating Rule 
10b-5 under the Exchange Act (See LR-8400). 





Litigation Release No. 8447/June 29, 1978 


SEC v. THERMAL BELT AIR SERVICE, INC., et al. 
(W.D. N.C. Civil Action No. A-C-78-107) 


Jule B. Greene, Administrator of the Atlanta Regional 
Office of the Securities and Exchange Commission, 
announced that on June 21, 1978, the Honorable 
Woodrow Wilson Jones, Judge of the United States 
District Court for the Western District of North 
Carolina, Asheville Division, entered final judgments of 
permanent injunction against Thermal Belt Air Service, 


Inc. (“Thermal Belt’), Mastrom, Inc. d/b/a 
Professional Management and also d/b/a Ml 
Professional Management (“Mastrom”), both North 
Carolina corporations, Jack C. Pettee, President of 
Thermal Belt, and Joseph L. Brady, Sr. (“Brady”), both 
of Asheville, North Carolina. At most times relevant to 
the complaint, Pettee and Brady were both officers and 
directors of Mastrom and of Thermal Belt. The 
permanent injunctions restrain Thermal Belt, Mastrom, 
Pettee, and Brady from violations of the registration 
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and anti-fraud provisions of the Securities Act of 1933 
(“Securities Act”) and the anti-fraud provisions of the 
Securities Exchange Act of 1934. The judgments also 
enjoin Mastrom, Pettee, and Brady from violations of 
the registration and anti-fraud provisions of the 
Investment Advisers Act of 1940 (“Advisers Act”). The 
defendants consented to the entry of the permanent 
injunctions without admitting or denying the 
allegations in the complaint. 


The complaint filed June 21, 1978, alleged that from 
about 1970 until approximately October, 1977, Thermal 
Belt, Mastrom, Pettee, and Brady offered and sold 
unregistered securities, namely promissory notes of 
Thermal Belt, in violation of Sections 5(a) and 5(c) of 
the Securities Act. It was further alleged that in the 
course of such sales, defendants made untrue 
statements of material facts and omitted to state 
material facts concerning, among other things: (1) the 
insolvency of Thermal Belt since 1968; (2) the history 
of Thermal Belt’s operating losses; (3) the risks of the 
investment; (4) the use of the proceeds; (5) that Brady 
was an officer and director of Thermal Belt; and (6) 
Thermal Belt’s inability to secure sufficient funds to 
continue operations from banks and other commercial 
lending institutions. 


The complaint also alleged that Mastrom, aided and 
abetted by Pettee and Brady, had engaged in the 
business of being an investment adviser, while not 
registered with the Commission pursuant to the 
Advisers Act. The complaint further alleged that 
Mastrom, Pettee, and Brady violated the anti-fraud 
provisions of the Advisers Act in that Pettee, Brady, 
and other unnamed Mastrom employees advised 
clients and prospective clients of mastrom to purchase 
Thermal Belt promissory notes and in connection 
therewith made material misstatements and omitted to 
state material facts concerning, among other things, 
Therman Belt’s insolvency, operating losses, and the 
risks of an investment in Thermal Belt. 





Litigation Release No. 8448/June 29, 1978 


S.E.C. v. POLARIS MINING COMPANY, et al. 
(USDC Colo. 75-W-695) 


Robert H. Davenport, Administrator of the Denver 
Regional Office of the Securities and Exchange 
Commission, announced that the Honorable Fred M. 
Winner, Chief Judge, United States District Court for 
the District of Colorado, on March 13, 1978 





permanently enjoined Robert F. Wilkinson, Laramie, 
Wyoming from violating the registration and antifraud 
provisions of the federal securities laws in connection 
with the offer and sale of the common stock or 
fractional undivided interests in mineral rights of 
Polaris Mining Company or any other securities of any 
issuer. Among other things, WijKinson was alleged to 
have participated in a scheme to sell the unregistered 
common stock of Polaris Mining Company by means of 
false and misleading statements concerning the assets 
of Polaris. 


In addition, on June 13, 1978, Judge Winner 
permanently enjoined H. DeWorth Williams and 
George D. Fehr, both of Salt Lake City, Utah from 
violating the registration provisions of the federal 
securities laws in connection with the offer and sale of 
the common stock of Polaris Mining Company or any 
other securities of any issuer. 


Wilikinson, Williams and Fehr consented to the entry 
of the injunctions without admitting or denying the 
allegations of the complaint. 


For further information see Litigation Release No. 
6965. 





Litigation Release No. 8449/June 29, 1978 


S.E.C. v. SNOW BELLS INVESTMENT ASSOCIATES, 
et al. 
(USDC Colo. No. 76-167) 


Robert H. Davenport, Administrator of the Denver 
Regional Office of the Securities and Exchange 
Commission, announced that on April 27, 1978, the 
Honorable Richard P. Matsch, Judge, United States 
District Court for the District of Colorado, permanently 
enjoined Thomas O. Markham of Denver, Colorado, 
from future violations of the registration requirements 
of the Securities Act of 1933, as amended. It was 
alleged that Markham participated in the offer and sale 
of limited partnership interests of Snow Bells 
Investment Associates, Schindel Haus Dienstag 
Investments, Mountain Development Associates and 
others. Markham consented to the entry of the 
injunction withou admitting or denying the allegations 
of the complaint. Additionally, the Court, with the 
consent of the Commission, dismissed the action with 
respect to James D. Collins of Denver, Colorado, and 
Martin E. Schottenheimer of Lake Orion, Michigan. 


For further information see Litigation Release No. 
7305. 





Litigation Release No. 8450/June 29, 1978 


SEC v. BARNHART & COMPANY, et a/. 
(E.D. Pa., Civil Action No. 78-2018) 


Paul F. Leonard, Administrator and Thomas H. 
Monahan, Assistant Administrator (Philadelphia) of 
the Washington Regional Office of the Securities and 
Exchange Commission announced that on June 15, 
1978, acomplaint was filed in the United States District 
Court for the Eastern District of Pennsylvania seeking 
an injunction, and accounting, and a freeze of assets 
against Barnhart & Company (Barnhart), Ralph A. 
Oliver (Oliver), and Marion E. Oliver, all of Voorhees 
Township, New Jersey. 


The complaint alleges that, since at least 1969, Oliver 
and Marion Oliver, his wife, have been transacting 
interstate securities business as a_ broker-dealer 
trading as Barnhart & Company without being 
registered under Section 15 of the Securities Exchange 
Act of 1934 (Securities Exchange Act). The complaint 
also alleges that defendants have converted to their 
own use, funds and securities of customers of 
Barnhart in violation of Sections 17(a) of the Securities 
Act of 1933 and 10b of the Securities Exchange Act and 
Rule 10b-5 thereunder. 


On June 16, 1978, the Honorable Alfred L. Luongo, of 
the United States District Court for the Eastern District 
of Pennsylvania entered an order temporarily 
restraining the defendants from violating the 
registration and anti-fraud provisions of the securities 
laws and freezing defendants’ assets. A hearing on the 
motion for preliminary injunction is scheduled for June 
26, 1978. (SEC v. Barnhart & Company, et a/., U.S. 
D.C., E.D. Pa., Civil Action No 2018). 





Litigation Release No. 8451/June 29, 1978 


SEC v. DIMENSIONAL ENTERTAINMENT CORPORA- 
TION 77 Civ. 5290 
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William D. Moran, Regional Administrator of the New 
York Regional Office, announced that on June 12, 
1978, the Honorable Charles M. Tenney of the United 
States District Court for the Southern District of New 
York signed a final judgment of permanent injunction 
against Dimensional Entertainment Corporation 
(“Dimensional”), a Florida corporation located in El 
Segundo, California. The judgment enjoins Dimen- 
sional as well as affiliated individuals and entities from 
further violations of Sections 5 and 17(a) of the 
Securities Act of 1933, Section 10(b) of the Securities 
Exchange Act of 1934, and Rule 10b-5 thereunder. 


The complaint, which was filed on October 31, 1977, 
alleges that Dimensional and fourteen other 
defendants participated in an illegal distribution of, 
and manipulation of the trading market for, the 
common stock of Dimensional. (See Litigation Release 
8198). Dimensional consented to the entry of the 
injunction without admitting or denying the allegations 
of the Commission’s complaint. 





Litigation Release No. 8452/June 29, 1978 


U.S. v. HAROLD E. PRAY 
(M.S. Pa., Criminal Action No. 78-20) 


Paul F. Leonard, Administrator and Thomas H. 
Monahan, Assistant Administrator (Philadelphia) of 
the Washington Regional Office of the Securities and 
Exchange Commission and S. John Cottone, U.S. 
Attorney for the Middle District of Pennsylvania 
announced that on June 8, 1978, Harold E. Pray, the 
former managirc partner of a now-defunct broker-dealer 
of like name iocated in Lewisburg, Pennsylvania, 
entered a plea of guilty to one count of violating the 
anti-fraud provisions of the Securities Exchange Act of 
1934. Pray’s guilty plea was in connection with a 
fourteen-count indictment returned on March 16, 1978, 
by a federal grand jury charging violations’ of the 
Securities Exchange Act, mail fraud, interstate 
transportation of fraudulently obtained securities, 
wrongful hypothecation of securities and racketeering. 
The charges arose out of alleged misuse of customers’ 
securities and conversion of customers’ funds which 
had been entrusted to the broker-dealer. Pray pled 
guilty to a charge that he converted $25,000 of $75,000 
which had been entrusted to him for the purpose of 
investment by a customer. 


Sentencing is scheduled in Williamsport, Pennsylvania 
on July 3, 1978. Following sentencing, remaining 
counts of the indictment will be dismissed. 
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The Case was a result of an investigation conducted 
jointly by the FBI and the SEC under direction of the 
Lewisburg, Pennsylvania office of the U.S. Attorney. 





Litigation Release No. 8453/July 6, 1978 


U.S. v. EDDIE ROBBINS, et al. 
(USDC Nebraska, Criminal Docket No. 77-0-55) 


Edward G. Warin, United States Attorney for the 
District of Nebraska, and Robert H. Davenport, 
Administrator of the Denver Regional Office of the 
Securities and Exchange Commission, announced that 
on June 8, 1978 Eddie J. Robbins of Omaha, Nebraska, 
was sentenced in the United States District Court for 
the District of Nebraska before the Honorable Robert V. 
Denney, U.S. District Court Judge, to three years 
imprisonment after entering a plea of guilty on March 
15, 1978 to on count of an indictment charging him 
with, among other things, a violation of the antifraud 
provisions of the Securities Act of 1933, as amended, 
in connection with the offer and sale of the stock of 
Diversified Industries, Inc. of Omaha, Nebraska. 
Robbins, who will be incarcerated for six months of his 
three year sentence and will be placed on supervisory 
probation for the remaining two and half years, was 
assessed the costs of prosecution. Robbins was 
indicted on July 14, 1977 by a federal grand jury in 
Omaha, Nebraska and will begin serving his sentence 
on June 30, 1978. 


James R. Willoughby and Richard J. Mathews, also 
named as defendants in the indictment, and both of 
Omaha, Nebraska, had each entered a plea of guilty to 
one count of selling unregistered stock of Diversified 
Industries, Inc. and were sentenced by Judge Denney 
on January 31, 1978 and March 22, 1978, respectively. 
Mathews was sentenced to three years imprisonment, 
which was suspended, and placed on probation for a 
period of two years. Willoughby was sentenced to five 
years imprisonment, which was suspended, and 
placed on probation for a period of three years. 


For further information see Litigation Release Nos. 
8047, 8169 and 8301. 








Litigation Release No. 8454/July 6, 1978 


U.S. v. JERRY W. THARP 
(E.D. Mo. 77-272 CR (2)) 


William D. Goldsberry, Administrator of the Chicago 
Regional Office and John F. Kern, Attorney-in-Charge 
of the St. Louis Branch Office, of the Securities and 
Exchange Commission, and Robert D. Kingsland, 
United States Attorney for the Eastern District of 
Missouri, announced that on June 30, 1978, the 
Honorable H. Kenneth Wangelin, Federal District 
Judge in St. Louis, Missouri, sentenced Jerry W. Tharp 
to three years imprisonment. Execution of sentence 
was suspended for 34 months of this period, during 
which Tharp will be on probation following 60 days of 
confinement in a work release program. 


Tharp, a former registered representative with a St. 
Louis, Missouri, brokerage firm had entered a plea of 
guilty to one count of a seven-count indictment on 
February 27, 1978. The count of the indictment to 
which Tharp plead guilty alleged that he had violated 
the anti-fraud provisions of the Securities Act of 1933 
by engaging in a scheme and artifice to defraud one of 
his customers through unauthorized transactions, 
short-term trades in various shares of mutual funds 
and by “churning” the customer’s account. This course 
of conduct resulted in a substantial loss of the 
customer’s assets. 


The indictment was the result of a joint investigation 
by the Commission’s St. Louis Branch Office, United 
States Attorney’s Office and the Federal Bureau of 
Investigation. The government was represented by 
Assistant United States Attorney Terry |. Adelman. 





Litigation Release No. 8455/July 6, 1978 


U.S. v. ROBERT EDWIN BROWN, et al. 
(D. Arizona, CR-76-356-TUC) 


Michael D. Hawkins, United States Attorney for the 
District of Arizona, and Robert H. Davenport, Adminis- 
trator of the Denver Regional Office of the Securities 
and Exchange Commission, announced that on June 1, 
1978, the United States Court of Appeals for the Ninth 
Circuit affirmed the conviction of Robert Edwin Brown 
of ten counts of securities fraud and one conspiracy 
count. 


Brown’s principal contention on appeal insofar as the 
securities fraud counts are concerned was that the 


government was obligated to prove beyond a 
reasonable doubt that he knew that the items sold were 
securities within the meaning of the Securities Act of 
1933, as amended. 


The Court held that “the government is required to 
prove specific intent only as it relates to the actions 
constituting fraudulent, misleading or deceitful 
conduct, but not as to the knowledge that the 
instrument used is a security under the Securities Act. 
The government need only prove that the object sold or 
offered is in fact a security; it need not be proved that 
the defendant had specific knowledge that the object 
sold or offered was a security.” 


The bond of Robert Edwin Brown, who had previously 
been sentenced to ten years imprisonment and a 
$10,000 fine, was to be revoked forthwith. 


For further information see Litigation Release Nos. 
7497, 7800 and 7941. 





Litigation Release No. 8456/July 6, 1978 


SEC v. THE INCOME BUILDERS, INC., et al. 
(S.D. Tex Civil No. H-78-1140) 


SEC v. DOUGLAS F. BROWN FINANCIAL SERVICES, 
INC., et al. 
(W.D. Wash. No. C78-139T) 


Richard M. Hewitt, Administrator of the Fort Worth 
Regional Office, Daniel R. Kirshbaum, Assistant 
Regional Administrator of the Houston Branch Office, 
and Jack W. Bookey, Administrator of the Seattle 
Regional Office, today announced that: 


(1) On June 21, 1978 the Commission filed a civil 
action in the United States District Court for the 
Southern District of Texas, at Houston, seeking to 
enjoin The Income Builders, Inc. (“Income Builders”), 
a Houston based broker-dealer registered with the 
Commission; and Delbert K. Burkhart (“Burkhart”), 
chairman of the board, president and majority 
stockholder of Income Builders from further violations 
of the registration and anti-fraud provisions of the 
Securities Act of 1933 and the Securities Exchange Act 
of 1934. 


The Commission’s complaint filed in the Houston 
action alleged that Burkhart and Income Builders 
violated the registration and antifraud provisions of the 
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federal securities laws by employing a scheme to 
defraud the investing public in connection with the 
offer and sale of unregistered interests in four tax 
shelter limited partnerships which were formed by 
Burkhart for the purported purpose of developing coal 
properties located in West Virginia. 


The Commission’s complaint also alleges that 
Burkhart and Income Builders offered and sold the 
limited partnership interests by means of false and 
misleading statements and omissions concerning, 
among other things, the financial condition, back- 
ground, and experience of Burkhart; the financial 
condition, background, and experience of a third 
person who was essential to the success of the 
venture; the use of proceeds of the offering, and the 
value of the coal mining properties. 


(2) On June 14, 1978 a civil action was filed in the 
United States District Court for the Western District of 
Washington at Tacoma, against Douglas F. Brown 
Financial Services, Inc., a broker-dealer registered with 
the Commission with its principal place of business at 
Longview, Washington (“Brown Financial”); Brown 
Management Services Incorporated (“Brown Manage- 
ment”); Douglas F. Brown, formerly of Longview, 
present whereabouts unknown, a registered repre- 
sentative of Income Builders, and president and sole 
stockholder of Brown Financial and Brown Manage- 
ment (“Brown”); and Income Builders, charging 
defendants with violating the antifraud provisions of 
the Securities Act and the antifraud and net capital 
provisions of the Securities Exchange Act, in that 
Brown, representing first Income Builders and later his 
own firm, Brown Financial, failed to execute 
customers’ orders for securities and misapplied 
customers’ funds, causing each broker-dealer firm to 
incur liabilities which render it insolvent. 


In the Tacoma action, the Honorable Jack E. Tanner, 
United States District Judge, has set the Commission’s 


motion for preliminary injunction against Income 
Builders down for hearing on June 23, 1978 and 
pending the hearing has entered an order restraining 
Income Builders from disposing of its assets. 


Also in the Tacoma action, the Securities Investor 
Protection Corporation has filed an application for an 
order adjudicating that the securities customers of 
Brown Financial are in need of the protection provided 
under the Securities Investor Protection Act, and 
appointing a trustee for the liquidation of Brown 
Financial. 
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Litigation Release No. 8457/July 6, 1978 


U.S. v. ROBERT WALDMAN AND DAVID E. DICK, et al. 
77-1434, (CA 1 1978) 


Edward F. Harrington, U.S. Attorney for the District of 
Massachusetts, and Michael J. Stewart, Administrator 
of the Boston Regional Office of the Securities and 
Exchange Commission, announced that on June 16, 
1978, the United States Court of Appeals for the First 
Circuit affirmed the conviction of the Defendants in the 
U.S. District Court for the District of Massachusetts. 
The Court of Appeals ruled against the Defendants- 
Appellants assertions: (1) that they were not 
adequately warned of the dangers inherent in joint 
representation, and were thereby deprived of their right 
to effective assistance of counsel; (2) that the district 
court abused its discretion by not granting requested 
continuances and thereby deprived the Defendants- 
Appellants of their rights to effective assistance of 
counsel and to due process; and (3) that the motion of 
the Defendants-Appellants to dismiss should have 
been granted because the counts of the indictment 
were multiplicitous and duplicitous. The U.S. District 
Court had previously sentenced Dick to 10 years im- 
prisonment and Waldman to 5 years imprisonment 
after a jury found them guilty of 15 counts of securities 
fraud in connection with the offer and sale of interests 
in three Massachusetts real estate limited partner- 
ships. For further information, see Litigation Releases 
7267, 7289, 7815, 8030, and 8094. 





Litigation Release No. 8458/July 6, 1978 


U.S. v. BURRESON, et al. 
(Central District of Cal., CR-77-243-LEW) 


Andrea Ordin, U.S. Attorney for the Central District of 
California and Gerald E. Boltz, Administrator of the 
Los Angeles Regional Office jointly announced that on 
March 13, 1978 the Honorable Laughlin E. Waters, 
United States District Court Judge, sentenced Ronald 
J. Laraneta to serve three years in prison and pay a 
$10,000 fine; Rodney H. Burreson to serve two years in 
prison and pay a $10,000 fine; and Thomas L. Channell 
to serve two years in prison and pay a $10,000 fine; the 
three men were sentenced after being found guilty by a 
jury at the end of a 13 week trail in December 1977 for 
unlawfully obtaining money from three mutual funds. 
The mutual funds are The Pegasus Fund, the 
Vanderbilt Fund (both of which have been merged into 
other mutual funds) and the Pegasus Income & Capital 
Fund (hereinafter collectively referred to as “the 





Funds”). Until August 1974 when the Commission 
brought a civil action and sought a special counsel and 
new directors for the Funds, Ronald Laraneta, 41, of 
Santa Monica, California, had been the chairman of the 
board of the mutual fund and president and controlling 
shareholder of the management company that 
managed the Funds. 


Until June 1974 when his company filed for 
bankruptcy, Rodney Burreson, 43, of Woodland Hills, 
California had been the president and chairman of the 
board of Burreson & Co., a land sales company that 
operated in Victorville, California area in the early 
1970's. 


Until August 1974, when he resigned, Thomas 
Channell, 45, of Newport Beach, California had been 
the president of California Bankers Trust Co. (CBT), a 
Los Angeles trust company that has subsequently 
gone out of business. From July 1973 through August 
1974, CBT had been the custodian of the assets of the 
Funds. 


The three men had been charged in a 16-count indict- 
ment with unlawfully obtaining $4.1 million from the 
Funds to purchase Burreson & Co. debentures at a 
time when Burreson & Co. was financially unsound, 
and at the same time, $1.2 million of the $4.1 million 
were allegedly diverted back to Ronald Laraneta in the 
form of loans or bank guarantees. For further 
information see Litigation Release No. 8279. 





Litigation Release No. 8459/July 6, 1978 


UNITED STATES OF AMERICA v. JAMES A FINAN 
78 Cr. 181 (D.N.J.) 


William D. Moran, Administrator of the New York 
Regional Office of the Securities and Exchange 
Commission, and Robert J. Del Tufo, United States 
Attorney for the District of New Jersey, announced that 
on June 19, 1978 James A. Finan, of Colts Neck, New 
Jersey, having waived prosecution by indictment in 
open court, pled guilty to charges of mail fraud and 
violations of the anti-fraud provisions of the federal 
securities laws in connection with the misappropria- 
tion of funds and securities of customers of James A. 
Finan & Co., Inc., a broker-dealer registered with the 
Commission. United States of America v. James A. 
Finan, 78 cr. 181 (D.N.J.) 


The Court will impose sentence at a late; date. 


For further information, see Litigation Release No. 
8074. 
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ACCOUNTING SERIES 
Release No. 250/June 29, 1978 


SEE 


SECURITIES ACT OF 1933 
Release No. 5940/June 29, 1978 





ACCOUNTING SERIES 
Release No. 251/July 6, 1978 


SEE 


SECURITIES ACT OF 1933 
Release No. 5943/July 6, 1978 
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STAFF ACCOUNTING BULLETIN 
Release No. 21/June 29, 1978 


Staff Accounting Bulletin No. 21 


AGENCY: Securities and Exchange Commission. 


ACTION: Publication of Staff Accounting Bulletin. 
SUMMARY: This interpretation presents the staff's 
view that the gain on the involuntary conversion of 
timberland, where a portion of the proceeds were to be 
reinvested in other timberland, should be recognized in 
the financial statements and that none of the excess of 
proceeds over carrying value should be deferred or 
offset against the cost of the timberland to be 
acquired. 


DATE: June 29, 1978 
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FOR FURTHER INFORMATION CONTACT: Gary A. 
Zell, Office of the Chief Accountant, Securities and 
Exchange Commission, Washington, D.C. 20549 (202- 
755-0222). 


SUPPLEMENTARY INFORMATION: The statements 
in Staff Accounting Bulletins are not rules or inter- 
pretations of the Commission nor are they published 
as bearing the Commission’s official approval; they 
represent interpretations and practices followed by the 
Division of Corporation Finance and the Office of the 
Chief Accountant in administering the disclosure 
requirements of the Federal securities laws. 


George A. Fitzsimmons 
Secretary 





STAFF ACCOUNTING BULLETIN NO. 21 
The following interpretation provides the staff’s view 
that a gain should be recognized on the involuntary 
conversion of assets. 


TOPIC 5: MISCELLANEOUS ACCOUNTING 


* * * * * 


J. Involuntary conversions. 


FACTS: A portion of the timberland owned by a 
registrant was condemned by a governmental unit. The 
expected proceeds for the timberland significantly 
exceed its carrying value. The registrant proposed that 
a portion of the excess of proceeds over carrying value 
would not be recognized as a gain and would be used 
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to reduce the carrying amount of replacement 
timberland acquired. 


Question: 


When an involuntary conversion of timberland occurs 
does the staff believe it is appropriate to offset all or a 
portion of the excess of proceeds over carrying value 
against the cost of timberland to be acquired with the 
proceeds? 


interpretive Response: 


The argument was made that, when a legally binding 
obligation to reinvest the proceeds in similar assets 
exists, it is appropriate to defer any gain and offset it 
against the cost of the new assets. It was further 
argued that an “economic” obligation to reinvest the 
proceeds in similar assets should be treated the same 
as a legal obligation. It was stated that an “economic” 
obligation exists since not to reinvest the proceeds in 
other assets would result in a partial liquidation of the 
productive capacity of the registrant, would result in 
the payment of substantial income taxes and would be 
inconsistent with management’s announced intent. It 
was also argued that, if a gain were recognized, the 
registrant would be accounting for only a portion of its 
assets at current value, that the earning process is not 
complete and that future earnings would be 
inappropriately reduced as the earning process is 
completed. 


The staff believes that the exchange of a nonmonetary 
asset for a monetary asset results in the realization of 
gain (or loss) and provides an objective basis for 
measuring the gain on wie transaction. The staff does 
not believe that the fact that management decides to 
reinvest the proceeds should affect the amount of gain 
recognized. The cost of the newly acquired assets is 
the amount currently paid for them, not the amount 
originally paid for the assets sold. The fact that the 
sale was forced through governmental condemnation 
does not change these views. 
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